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ABSTRACT 

The text of a congressional hearing on a bill to 
provide catastropic health insurance coverage for elderly and 
disabled Americans is presented in this document. Statements are 
given by Senators Edward M. Kennedy, Orrin G. Hatch, Brock Adams, 
Lowell P. Weicker, Jr., Strom Thurmond, Tom Harkin, Dan Quayle, 
Gordon J. Humphrey, Jim Sasser, and Representative Claude Pepper. 
Testimony is presented by Otis R. Bowen, Secretary of the Department 
of Health and Human Services, and Jacob Clayman, president of the 
National Council of Senior Citizens. Prepared statements of the 
following individuals or groups are included: (1) medical 
associations; (2) health care providers; (3) representatives of 
health insurers; (4) a professor of health policy studies; (5) 
representatives of advocacy groups; and (6) an individual who had 
endured financial problems because of her husband's long-term 
illness. (ABL) 
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CATASTROPHIC HEALTH INSURANCE 



WEDNESDAY, APRIL 8, 1987 

U.S. Senate, 
Committee on Labor and Human Resources, 

Washington, DC. 
committee met, pursuant to notice, at 10 a.m., in room SD- 
4d0, Dirksen Senate Office Building, Senator Edward M. Kennedy 
(chairman of the committee) presiding. 

i.,?'*^,^'?^-.?^^^^^ Kennedy, Hatch, Adams, Weicker, Thurmond, 
Mikulski, Harkin, Quayle, and Cochran. 
Also present: Senator Sasser and Representative Claude Pepper. 

OPENNING STATEMENT OF SENATOR KENNEDY 

The Chairman. We will come to order. 

^iT^i^il^t^^A^^ ^^^^^ ^^^^ important issues facing 

the 100th Congress. In my judgment, there is no social problem 
more compelling than the need to protect our senior citizens 
against the high costs of essential health care. 

When I came to the Senate in 1963, Congress was in the final 
stage of the long and successful battle to insure elderly Americans 
against the intolerable financial burden of serious illness. Presi- 
dent Kennedy was proud of his role as the first President to pro- 
pose Medicare And Medicare did make a huge difference in the se- 
cunty and health of our senior citizens. 

But because of gaps in Medicare coverage and the lack of a cata- 
strophic stop-loss protection, our Nation's senior citizens are still 
far too often at risk for the loss of a life-time of savings and the 
promise of a secure and dignified retirement when serious illness 
strikes. Indeed, Medicare today covers less than $4,420. An individ- 
ual with a four-month stay will have costs of over $12,0^^^^. If that 
same individual has previously used up his life-time reserve days, 
^onnnn^^A^^j^.^^"'*'"^^'^^^ hospital stay would be a staggering 
$^0,000. And this total is just for hospital costs: out-of-pocket ex- 
penditures for physicians services associated with the hospital stay 
are additional. 

Medicare's coverage for physician service has gaps as serious as 
its coverage of hospital costs. After an initial deductible of $75 is 
paid. Medicare covers 80 percent of recognized charges by physi- 
cians. This percentage is comparable to many e:.cellent private in- 
surance plans, but. unlike the better private plans, there is no 
hmit on how high the beneficiary's 20 oercent can mount. More- 
over, many physicians charge more than Medicare's recognized 
charges, and these excess charges are the sole responsibility of the 
beneficiary. 

(1) 
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Just as senior citizens are responsible for manj^ costs for services 
that Medicare supposedly covers, there are some essential services 
that Medicare does not cover at all. Medicare provides not protec- 
tion whatever against the potentially high cost of essential outpa- 
tient prescription drugs. Medicare's benefit for putpatient mental 
health and substance abuse treatment is so half of the elderly's 
health care costs. On average, our senior citizens must pay the 
same high proportion of their limited incomes— 15 per cent— to 
purchase the health care that they need as they did before Medi- 
care was even created. 

Let me review the key gaps in Medicare's acute care benefit 
package. 

Medicare charges a high deductible for the first day of a hospital 
stay. This deductible is now a staggering $520, and would be even 
higher except for reforms that I introduced that were adopted in 
the 99th Congress. Approximately eight million Medicare benefici- 
aries—more than one out of every four — must pay this deductible 
each year, and over a million oay it more than once. 

Medicare enrollees are also vulnerable to the extraordinarily 
high costs of very long hospital stays. After 60 days of care in a 
spell of illness. Medicare beneficiaries are responsible for a co-pay- 
ment of $130 par day. After 90 days of care. Medicare coverage 
ends except for 60 lifetime reserve days which carry a co-payment 
of $260 per day. Thus, a senior citizen with a three-month hospital 
stay will have incurred costs of limited as to be essentially mean- 
ingless — despite a significant incidence of these problems among 
the elderlv. And Medicare does not cover the cost-effective preven- 
tive health care that could avert unnecessary illness among enroll- 
ees. And of course. Medicare provides only very limited coverage 
for nursing home and home health care. 

Many senior citizens buy private Medigap policies that fill some 
of the holes in Medicare coverage. Other senior citizens are covered 
by Medicaid. But 20 percent of all senior citizens cannot afford 
Medigap and do not qualify for Medicaid. These senior citizens are 
not only extremely vulnerable to high health care costs, they also 
have much less access to needed medical care because of their in- 
ability to pay. Thus, as the Congressional Budget Office pointed out 
in a recent study, senior citizens without Medigap coverage use sig- 
nificantly less health care services than those with Medigap, even 
though seniors who have Medigap coverage are younger and 
healthier than those without supplementary protection. 

Even those senior citizens who are able to afford and purchase 
private Medigap are not getting the economical health care insur- 
ance protection they deserve. Few Medigap policies cover outpa- 
tient drugs or mental health care. Many policies do not fully cover 
the cost of very long hospital stays. Virtually none cover long-term 
care. And, depending on the policy the senior citizen purchases, be- 
tween ten and forty percent of every premium dollar buys no addi- 
tional protection whatever. Instead, it is invested in sales, market- 
ing and administrative expenses, and profit. By contrast, only a 
few cents of each Medicare dollar must be used to pay for adminis- 
tration rather than health services. 

Secretary Bowen has proposed an innovative plan that has ele- 
vated this issue to the top of the national policy ^enda. He is to be 
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congratulated for this effort and for sticking with his proposal in 
the face of often vituperative opposition. 

The Bowen plan, however, is actually not a complete solution to 
the problem of catastrophic costs faced by the elderly. Most seniors 
experiencing catastrophic out-of-pocket costs will not be protected 
adequately by the Bowen plan. Because they are low-income, their 
out-of-pocket expenses generally reach a catastrophic level before 
they reach the $2,000 cap. Almost half of all the costs experienced 
by those who reach a catastrophic level of e-. -^nditures, even ex- 
• eluding long-term care, are incurred for services that are not cov- 

ered by Medicare— especially outpatient prescription drugs. Adop- 
tion of the Bowen plan as introduced will not prevent pauperiza- 
^ tion of spouses of seniors who mu3t enter a nursing home, and will 

not improve the access of low-income seniors to essential care. 

I think it is the obligation of the Ck)ngress to pass not only the 
Bowen plan but also a number of high priority improvements to it. 
The chance to begin to finally fulfill the promise of Medicare may 
not come again soon, and we in the Congress would be derelict in 
our responsibilities if we did not want the best possible prot^tion 
for our senior citizens this year. 

I am hopful that our hearing today will help us identify the steps 
that are most urgent. 

The Senator from Utah, Senator Hatch, who has been very inter- 
ested in long-term care and has introduced legislation on that 
issue, and who I know is very concerned about this question as 
well. 

Senator Hatch. 

OPENING STATEMENT OF SENATOR HATCH 

Senator Hatch. Thank you. Senator Kennedy. 

I am happy to welcome the witnesses here. I am certainly 
pleased to have you. Senator Sasser, and you, Ck)ngressman Pepper, 
and look forward to the Secretary of Health and Human Services, 
Dr. Otis Bowen, being with us today. 

Today's hearing is an important hearing. I think no issue is more 
at the center of our deliberations than catastrophic health care 
protection and long-term care, as Senator Kennedy has articulated. 
The fundamental question which we in Congress must decide is 
what kind of care and assistance should be offered and in what 
type of offering or setting should that care be provided. 

I am pleased to join with Senator Kennedy at today's hearings, 
highlighting catastrophic health care needs of our Nation's senior 
^ citizens. Our elderly in American suffer from catastrophic illness. 

Roughly 4 million elderly Americans suffer from chronic heart or 
lung conditions, and many seniors have severe problems because of 
stroke, and up to 4 million Americans will suffer from Alzheimer's 
^ Disease alone. A total of 9 million elderly suffer from catastrophic 

illness, and 4 million just from Alzheimer's Disease. 

Examples of financial ruin caused by catastrophic health care 
costs are not very hard to find. Today, we will learn from Mrs. Cleo 
Bouryer of our own home State of Utah about her husband, a 
victim of Alzheimer's Disease and their struggles to pay his rising 
health care bills. 
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President Reagan called on Dr. Bowen to report on ways to fi- 
nance both public and private sector ways to address the problem 
of catastrophic health care costs. I have to say that I believe Dr. 
Bowen accepted that challenge and has tried to do the best that he 
can. And he has prepared a proposal that have brought this issue 
the attention it deserves, and I want to commend him for the work 
and effort that he and his staff have done. 

I do urge Dr. Bowen and all of my colleagues in the Senate that 
before we become too preoccupied with the specific details of the 
Bowen plan, we must first resolve whether the best solutions to the • 
costs of catastrophic illness lie in Government or private sect'jr fi- 
nancing. 1 believe the answer probably lies in a combination of 
both of them. 

We must foster our commitment to ensure the financial viability 
of the Medicare program. It is the cornerstone in providing elderly 
citizens with health care. We must develop a broad program that 
urges the private sector to reduce the financial woes that result 
when a catastrophic illness hits any particular family. And we 
have to support the role of the States in formulating health care 
policy for the low-income citizens through the Medicaid program. 
And most importantly, we must provide Americans with an alter- 
native to institutionalization for those who can be cared for in 
their own homes. 

So I hope Dr. Bowen will be able to help us on this. My folks in 
Utah will not be happy anywhere else but in their own home. That 
is where they will be the happiest. And I have hundreds of letters 
from them. They want a catastrophic health care proposal that en- 
courages the delivery of home care. 

Since 1978, Utahans have joined me in advocating for increased 
home health care services, and this year, I intend to again join the 
charge. I want the Committee's help. Dr. Bowen's help, Louise 
Crooks' help as representative of the American Association of Re- 
tired Persons; Congressman Pepper, I know you have been strongly 
working on this with us; and Dr. Brickner, who has been one of the 
guiding lights in this country, and others — I hope you will all work 
with me on a new approach to providing health care within the 
home. 

I have a draft of the bill and a description of its purposes, and 
my suggestion is that we pay for a team of health care profession- 
als to provide care within a person's home. Let them develop an 
appropriate treatment plan. Let them work on providing quality 
health care services in a cost-effective way. I truly believe that this 
approach will be a catalyst in demonstrating effective long-term ^ 
care services. 

One example of cost savings for home health service can be 
found in a Utah program called "Alternatives". It focuses on per- 
sons applying for nursing home admissions for nonmedical reasons m 
and has achieved a 25 percent reduction in State expenditures for 
nursing home care. Cost per client day in 1978 and 1979 was about 
$8 compared to costs of $24 to $33 for daily nursing home care. And 
Blue Cross-Blue Shield of Maryland reported a savings of $1.2 mil- 
lion in 1982 from that State's coordinate home health care pro- 
gram. 
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Now, since 1973, they reported a net savings of $6.3 million. So I 
contend that home care is effective, and we will get into the chert 
over here when Dr. Bowen testifies. 

Now, even more importantly, a recent poll asked the American 
public what setting they would like to see expanded for health care 
delivery. The result was a resounding victory for home health care. 
Americans, by a margin of nine to one, prefer home care to institu- 
tional care. 

• So I look forward to working with my colleagues on the Commit- 

tee, and with Secretary Bowen as well and the others I have men- 
tioned on this new legislation. We have to build a strong bipartisan 
coalition to craft a workable solution that continues our families* 
and our neighborhoods* access to the most advanced, beneficial 
health care system found anywhere in the world today. 

I want to thank you, Mr. Chairman, for holding these hearings. 
They are crucial hearings. They are hearings that will make a dif- 
ference, I believe, in the lives of millions of people, and I personally 
appreciate your leadership in this area. 

The Chairman. Thank you very much. 

The Senator from Washington, Senator Adams. 

OPENING STATEMENT OF SENATOR ADAMS 

Senator Adams. Thank you, Mr. Chairman. 

I want to welcome all of the witnesses here this morning. The 
witness list bears testimony to the importance of this subject to the 
Nation and certainly to this Committee. And this morning, I want 
to particularly welcome the Honorable Claude Pepper, who is from 
the House of Representatives, but who I first met in Washington, 
D.C. when he was a member of the United States Senate. 

Welcome, Senator Pepper. We are pleased to have you as a wit- 
ness this morning. 

And Senator Sasser, we are so pleased that you could join us this 
morning. Your work in this area is well-known, ard we are looking 
forward to your testimony. 

Mr. Chairman, before hearing from these witnesses, including 
the Honorable Otis Bowen, the Secretary, who I think should be 
congratulated for his efforts in this area and for his initiative in 
catastrophic health care, I would like to make several observations. 

First, to me it is clear that it is time to protect the elderly 
against the high costs of medical care. Medicare was enacted in 
recognition of the fact that the elderly simply could not afford the 
^ cost of medical care. Yet today, the average out-of-pocket cost for 

health care by the elderly is the same as it was then— 15 percent of 
their income. 

While the health of our senior citizens and our older population 
^ has clearly improved, their ability to absorb the cost of medical 

care has not. We must act boldly and swiftly to remedy tiiis situa- 
tion. 

Second, I applaud the effort of those who have taken an initia- 
tive in shaping a proposal to broaden the benefits available to Med- 
icare beneficiaries, particularly in the event of catastrophic illnoss. 
Under the existing scheme of copayments and deductibles, a pro- 
longed hospital stay can spell financial ruin. 
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However, it is important to keep in mind that the cost of acute 
care is only one of the many costs the elderly must absorb. As the 
Chairman pointed out so very well on the charts, the largest out-of- 
pocket costs for 75 percent of our senior citizens is the cost of pre- 
scription drugs. 

We also do not cover many of the cost-effective preventive health 
care measures which avert unnecessary illness and can provide our 
seniors with a meaningful and worthwhile life. 

Third, it is evident that our system of hospital reimturseiT:ent is 
forcing hospitals to discharge Medicare patients when they are still 
in need of ongoing care. While these patients do not necessarily 
need the type of intensive care provided in an acute care facility, 
they certainly are not able to care for themselves. Unfoi^tunately, 
Medicare offers only limited transitional care benefits, forcing 
many to go without care. CJongress must consider expanding cover- 
age for home health care and other effective means of providing 
transitional care for our senior citizens. 

Finally, it is clear to me that this Nation needs to address the 
subject of long-term care for the chronically ilL No subject weighs 
more heavily on the minds of the elderly than the costs associated 
with long-term care. I have had personal experience with both 
home cat € of my relatives and of nursing home care involving both 
Alzheinier's and chronic illness, which lasted for long periods of 
time. 

For a person of average means, admission to a nursing home is 
often the first step on the roac^ to poverty. Many people shy away 
from discussing this issue because of the costs involved. 

Howev3r, I do not believe that in good conscience we can contin- 
ue to ignore the plight of the elderly, who have given so much to so 
many. 

Mr. Chairman, I am pleased to join with you and the others to 
have an opportunity to air these concerns, and I look forward to 
hearing the testimony from the distinguished witnesses, and I am 
very gre^teful that the Chairman has started these hearings today. 

The CifAiRMAN. Thank you very much. 

The Senator from Connecticut, Senator Weicker. 

OPENING STATEMENT OF SENATOR WEICKER 

Senator Weicker. Thank you very much. Senator Kennedy. 

I want to first thank you for bringing us to this particular day of 
hearings. It has been a long road. You and I have worked long and 
hard, way back when, on the subject of health insurance for all 
Americans. And then I have to point out that it was Senator Ribi- 
coff that, falling sliort of complete health care for all Americans, 
had suggested that at least we address the issue of catastrophic 
health insurance, it was one of the last things that Senator Ribicoff 
did before he left the United States Senate. 

The point that 1 /ish to make here, really, is that the matter of 
catastrophic health insurance, at least in this Senator's opinion, is 
only a compromise as to what we should be doing in its entirety. 

And as such, I certainly hope we do not have an elongated delib- 
eration whether in Committee or on the Senate Floor on a compro- 
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mise. Catastrophic health insurance is something that should be 
enacted and should be enacted now. 

I also want to touch upon just for one minute the comments 
made by my good friend Brock Adams of Washington, who also 
suggested that the issue of long-term health care is something that 
ought to be addressed. 

The reference that he used was to the elderly of this Nation, and 
nobody will argue with that. But I also want to point out, even 
though it will not be a subject for this hearing, that I feel very 
strongly about the matter of catastrophic health insurance for the 
young of this Nation. 

We have a situation of probably not many in the way of num- 
bers. Believe me, the costs that are involved are staggering even to 
the point where parents have to get divorced in order to go ahead 
and be eligible under Medicaid for the cost of those young people 
who are either in wheelchairs or in beds for their lives— some, even 
from the time of birth. Believe me, that is catastrophic also. And 
for a Nation that wishes to take care of its elderly, may T suggest 
also that we have always invested in our young people. I am not 
going to dilute the importance or the direction of this hearing by 
spending further time on it, but it is something I intend to intro- 
duce before the Congress of the United States this year. 

So Mr. Chairman, again, thank you for making possible the pas- 
sage of legislation such as this in this session of the C/ongress. Like 
you, I have been frustrated over the past several years that we 
have not addressed this, and I am delighted that you have raised 
the matter, that you have given an opportunity for passage, but I 
am also grateful that Secretary Bowen has gone ahead and carried 
the ball within the Administration. I fully intend to support both 
the efforts of the Committee and the efforts of the Secretary. 

The Chairman. Thank you. Senator Weicker. 

I might just recall, since you mentioned the needs particularly of 
children, a hearing that we had a number of years ago wheie we 
were listening to some parent^ with children who had some very 
special needs, and as the Senator from Connecticut pointed out, 
under our system we were requiring bankruptcy of those parents 
in order that the children could in some instances be institutional- 
ized. In our neighboring country of Canada, they encourage parents 
to take children out of institutions, and a number of families have 
taken children out of institutions, and they have arranged a financ- 
ing system where they offset the medical bills so that many of 
these children are growing up with other children in a family set- 
ting, in a home. That family is not personally financially liable 
with that kind of an additional burden. 

And I thought for a society that puts emphasis on family and 
stresses the importance of children an interesting lesson to learn. 
So we will ^ook forward to the Senator's recommendations in this 
area. 

Does the Senator from South Carolina want to make a state- 
ment? 

OPENING STATEMENT OF SENATOR THURMOND 
Senator Thurmond. Thank y a, Mr. Chairman. 
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Mr. Chairman, I want to commend you for conducting hearings 
on issues concerning catastrophic illness. Many of us know family, 
friends or neighbors who have suffered a devastating acute care ill- 
ness that has destroyed their financial security. Such an illness re- 
quires treatment so costly that families can only pay for it by im- 
poverishing themselves. 

A catastrophic illness is financially devastating and requires per- 
sonal sacrifices that can haunt families for the rest of their lives. 

Elderly Americans require more medical care than younger per- 
sons. Average health car "^"ding f ,r an elderly person in 1984 
was $4,200, compared to .1. :or a person under 65. 

Virtually all of the elde,./ have acute care insurance protection 
under Medicare. About two-thirds also have private supplementary 
insurance, or Medigap. However, these two types of insurance to- 
gether still have some significant limitations in coverage. As a 
result, unpredictable health care expenses loom large in the per- 
sonal budgets of the elderly. 

There are gaps in Medicare as currently structured for acute 
care expenses. Hospital coverage is limited. After 60 days of hospi- 
tal care, a Medicare patient begins to make increasingly costly pay- 
ments, rising from $130 per day for days 61 through 90, to $260 per 
day for days 91 through 150, to the full cost of care for more than 
150 days in the hospital. 

On top of this, there is a required 20 percent copayment for all 
physician services covered by Medicare. The Medicare Program 
then requires the g/'atest payment from those with the most seri- 
ous health problems. 

President Reagan is to be commended for calling attention to 
this serious problem and for his efforts toward reaching a fiscally 
responsible solution. 

Mr. Chairman, at this time, I also wish to commend Secretary 
Bowen for the important contributions he has made in seeking so- 
lutions to this problem. I have been impressed with the fine leader- 
ship Secretary Bowen has provided the Department of Health and 
Human Services. 

Mr. Secretary, we are pleased to have you here today. 

Mr. Chairman, while my schedule may not permit you to stay for 
the entire hearing, I look forward to reviewing the testimony of the 
witnesses today and again commend you for holding these hear- 
ings. 

7he Chairman. Thank you very much. 

At this point I will insert in the record the opening statements of 
Senators Harkin, Quayle, and Humphrey and the prepared state- 
ment of Senator Cochran. 

OPENING STATEMENT OF SENATOR TOM HARKIN 

Senator Harkin. I would like to take just a moment to commend 
my colleague from Massachusetts for his leadership in articulating 
a national health policy agenda for the 100th congressional session, 
and for arranging this very important hearing today. 

I would like also to raise an issue I know is of great concern to 
the chairman as well: That is the difficulties faced by over 36 mil- 
lion disabled Americans in obtaining even minimum insurance cov- 
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erage. These people face, in a much exacerbated way, the access, 
affordability, and coverage concerns being articulated at this hear- 
ing today. 

Most of them would be counted among the overall uninsured and 
undorinsured population. In addition, people with disabilities are 
three times more likely io be in poverty; they are significantly rep- 
resented among the chronically unemployed v/ith 62 percent of 
people with handicaps aged 16 to 64 not in the labor force; and 
most fall through many of the presumed health care safety nets 
structured at the State and Federal levels. 

For those with developmental disabilities who may have access 
to private coverage through family members, pre-existing condition 
exclusion clauses pose barriers to effective care. Those relatively 
few individuals who finally access private coverage often find that 
their disability-related health care needs are inadequately covered. 
Usually this is a reflection of the serious limitation in fche benefit 
packages available in the lower paying service sector jobs people 
with handicaps are likely to hold. 

Mr. Chairman, I know that this is not news to you. I only wanted 
to raise the issue to indicate my support for the catastrophic l^s- 
lation, and my hope that we keep in mind those individuals- 
younger persons and disabled persons not covered by medicare — 
who fall outside of the scope of current catastrophic proposals. 
Thank you, Mr, Chairman. 

OPENING STATEMENT OF SENATOR QUAYLE 

Senator Quayle. Mr. Chairman, we all know that the President's 
catastrophic health insurance plan is controversial. 

In fact, it's drawn criticism from all quarters almost from the 
moment by good friend— Health and Human Services Secretary 
Doc Bowen — first proposed the basic idea. 

The administration's proposal has been attacked on the left be- 
cause it doesn't cover the general population or long-term nursing 
home care. 

It's been atacked on the right because it expands medicare and 
reverses some of the private-sector initiatives in this area. 

There is, of course, one thing we all agree on, if only because 
most of us have seen for ourselves how a devastating illness can 
destroy the financial security of a family. 

We must work to make sure that skyrocketing medical costs 
don't wipe out the life savings of millions of elderly Americans who 
live under the ugly specter of catastrophic illness. 

I seriously doubt whether anyone in this room would oppose a 
plan to provide peace of mind for these elderly Americans. 

But that isn't the question, Mr. Chairman. The question is h w 
we're going to pay for that peace of mind. 

Li x.iy opinion, the President's plan is a prudent one That's why 
I support it. The bill contains no massive spending proposals that 
could, over time, bankrupt Medicare and increase the deficit. 

There are however, several problems with the administration's 
bill: 
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First, Fm not sure our senior citizens fully understand what this 
plan will— or will not— cover, or how their existing ''MEDIC \P*' 
policies would need to be revised to mesh with this plan. 

Clearly, there is a great deal of work to be done in educating and 
reassuring those who would be served by this program. 

Second, the President 6 plan does not address two of the fastest 
growing segments of health coverage— home health care and long- 
term nursing care. 

I know that the ranking Republican of this committee. Senator 
Hatch, is planning to introduce a home health care bill and I look 
forward to working with him. 

but before we expand the long-term health care debate to in- 
clude either of these two areas, I think we need to be realistic 
about what we can afford right now. 

Third, we need to make sure we don't blindly rush into a nation- 
al health insurance plan that undercuts the very valuable contri- 
butions our private sector has made in this area. 

And fourth, the President's plan doesn't cover other important 
costs— prescription drugs and dental costs, to name just two. 

Without question, the President's proposal is a good first step. It 
takes us in the direction we need to be going. 

My only fear in this debate is that, as we so often do here, we'll 
step off the path the administration has charted for us and take a 
few unnecessary and ill-considered detours along the way. 

As we put together a catastrophic health insurance package, let's 
not create a program that is equally as catastrophic to Medicare, 
the budget deficit and the priva^^e health care field. 

Mr. Chairman, in closing, I'd like to say that I've already men- 
tioned one Hoosier— Secretary Bowen— who has contributed quite a 
lot in this debate. 

Well, I'd like to take this opportunity to welcome another Hoo- 
sier at today's hearing— Louise Crooks of West Lafayette, Indi- 
ana — who is also certain to make her mark in this area as the next 
President of the AARP. 

OPENING STATEMENT OF SENATOR GORDON J. HUMPHREY 

Senator Humphrey. Good morning. In my view, the catastrophic 
health plan advanced by Secretary Bowen creates the very real 
possibility of another runaway, open ended entitltement program. 

Equally distressing is the timing: The Congress will be legislating 
at a time when health care inflation is rising— a 7.7 percent in- 
crease in 1986— at a pace far in excess of the Consumer Price 
Index. This proposal may well exacerbate the situation. And there 
are many in Congress who wish to dramatically expand the Bowen 
proposal. 

Few seem to look at expanding the already thriving private Me- 
dicap insurance system. I urge my colleagues to look into the feasi- 
bility of building on the private system now in place, which would 
at least be subject to a greater degree of cost control. 

[The prepared statement of Senator Cochran follows:] 
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STATEMENT FOR THE RECORD 

SENATOR THAD COCHRPN 
COMMITTEE ON LABOR AND HUMAN RESOURCES 
APRIL 8, 1987 

CATASTROPHIC HEALTH INSURANCE FOR MEDICARE BFNEFICI ARIES 

MR. chairma::. i commend you for holding this hearing on one 

OF THE MOST SERIOUS ISSUES FACING ELDERLY AND DISABLED 
INDIVIDUALS TODAY — HOW TO DEAL WITH THE INCREASING COST OF 
ACUTE HEALTH CARE. I WAS AN EARLY SUPPORTER OF THE CATASTROPHIC 
HEALTH INSURANCE PROPOSAL DEVELOPED BY SECRETARY BOWEN , AND 1 AM 
PLEASED WITH THE SCOPE AND THE SUBSTANCE OF THAT INITIATIVE. 

I AM AWA^^E, AS I AM SURE MOST OF THE MEMBERS OF THIS PANEL 
ARE, THAT THE SECRETARY'S PROPOSAL DOES NOT ADDRESS EVERY 
POSSIBLE CIRCUMSTANCE OR ILLNESS AN INDIVIDUAL MAY ENCOUNTER IN A 
LIFETIME. I DO NOT BELIEVE ANY OF THE OTHER PROPOSALS DO EITHER. 
IT DOES, HOWEVER, REPREfENT A STEP TOWARD ADDRESSING A 
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FUNDAMENTAL GAP THAT EXISTS IN THE HEALTH INSURANCE COVERAGE OF 
MANY ELDERLY AND DISABLED AMERICANS. 

EVERYONE IS AWARE THAT CATASTROPHIC ILLNESS IS NOT AN 
EXCLUSIVE PROBLEM OF THE ELDERLY, OR THE DISABLED. THKRE ARE 
YOUNG FAMILIES, WITH CHILDREN; SINGLE PEOPLE WITH LOW-PAYING JOBS 
AND INADEQUATE HEALTH INSURANCE; AND MANY OTHER PEOPLE WHO HAVE 
EXPERIENCED AN ILLNESS OR HEALTH CONDITION THAT DEVASTATED THEIR 
LIVES AND THEIR FINANCES. WE WANT TO HELP THEM TOO. 

I BELIEVE, THOUGH, THAT THE CAREFUL AND CALCULATED APPROACH 
IS THE WISE ONE. WE HAVE ACKNOWLEDGED THF PK.BLEM. SECRETARY 
BOWEN AND HIS CAPABLE STAFF HAVE PROVIDED THIS COMMITTEE 
WITH THE FRAMEWORK TO BEGIN TO LEVELOP THE SOLUTION. THIS 
HEARING THIS MORNING IS EVIDENCE OF OUR INTEREST AND CONCERN IN 
MOVING FORWARD ON THIS ISSUE. 

I HOPE THAT MY COLLEAGUES WILL CONSIDER FAVOR. »BLY THE 
APPROACH 10 CATASTROPHIC ILLNESS PROTECTION AS PUT FORTH VA S. 
592, LEGISLATION THAT IS BASED UPON SECRETARY BOWEN »S PROPOSAL. 
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We will now hear from our first panelist, our colleague, Senator 
Sasser, from Tennessee, who has a very imaginative and creative 
program that deals not only with acute care but also long-term 
care, and that suggests a very innovative structure— a new Part C 
Medicare program. We look forward to his testimony and the testi- 
mony of our good friend, the distinguished former Senator and cur- 
rent Congressman Claude Pepper, who is the leading spokesman in 
our country for all of the concerns of our senior citizens. 

I will recognize Senator Sasser first. 

«i 

STATEMENTS OF HON. JIM SASSER, A U.S. SENATOR FROM THE 
STATE OF TENNESSEE; AND HON. CLAUDE PEPPER, A REPRE- 
SENTATIVE IN CONGRESS, FROM THE STATE OF FLORIDA, AND 
CHAIRMAN, HOUSE SUBCOMMITTEE ON HEALTH AND LONG- 
TERM CARE 

Senator Sasser. Mr. Chairman, I want to thank you for inviting 
me here today, and I want to commend you and the other Members 
of this Committee for holding these hearings. And I am especially 
pleased, Mr. Chairman, to appear here today with my long-time 
friend. Congressman Claude Pepper, who has really led the way for 
decades now in fighting for the needs of the elderly in this country. 

In my judgment, the single most pressing social issue on our leg- 
islative ^enda this year is the subject of catastrophic health care. 
Now, there is general agreement, I think, on all sides that we have 
a very serious problem. There is not, I am sorry to say, general 
agreement on the solution. * 

Mr. Chairman, if we look at this whole matter historically, most 
Americans, I think, bieathed a profound sigh of relief in 1985 when 
Congress established the Medicare Program. Many Members of this 
Committee including yourself, Mr. Chairman, played a very vital 
role in the establishment of that very valued and long-needed pro- 
gram. 

But with the creation of that landmark health care insurance 
system, people in the United States for the first time felt that they 
could count on adequate heaUh care in their retirement years. But 
today, as has been noted, the elderly are paying as much out of 
their out-of-pocket funds for health care as they did prior to he 
passage of Medicare. 

Now, there is a fundamental paradox in the Medicare Pros,ram. 
Medicare, which is the Federal Government's health program for 
the elderly, virtually ignores the most common health care needs 
of senior citizens. It offers almost no coverage for chronic or long- 
4 term care services. And this is by far the most devastating expense 

facing the elderly, is the cost of long-term care. 

And Medicaid, the poverty health program, is the only alterna- 
tive for many elderly Americans. And it throws chronically ill citi- 
« zens of modest means into a very cruel catch-22 situation. They 

find themselves, even though they are of modest means, too afflu- 
ent for Medic iid benefits, and their health care needs are not cov- 
ered by any other Government insurance program. 

They find themselves in the situation of having to spend down to 
the poverty level in order to get Medicaid protection. Now, because 
of the frustration and the genuine fear created by this vicious 
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cycle, nearly 70 percent of the elderly in this country have pur- 
chased private supplemental policies. They believe that their so- 
called ''medigap" policies will pick up everything that Medicare 
does not pay. And this is perhaps the cruelest hoax of all, because 
it simply is not so. 

Most medigap policies leave senior citizens vulnerable to the 
very problem that they are trying to insure themselves against— 
the cost of long-term care. 

Now, we have seen, I think, many abuses in the sale of these so- 
called medigap policies. In my own State of Tennessee, we are now 
uncovering situations where senior citizens have been sold great 
numbers of medigap policies, the same individual, and then when 
they become eligible or need long-term health care, none of these 
so-called medigap policies really meet their needs. 

So the conclusion is clear. If we are to offer our elderly full 
health care protection and save them from the disaster, financial 
disaster, of long-term care, we must expand the Medicare program. 
We must close the long-term health care gap. 

And that is why, Mr. Chairman, I have introduced legislation 
very similar to what Congressman Pepper has introduced in the 
House, that restructures Medicare to create a new Part C program. 
Now, Part C as outlined in our bills offers the elderly financial pro- 
tection against all catastrophic illnesses, including those that re- 
quire long-term care. 

If this bill becomes law, our seniors will not have to impoverish 
themselves and impoverish their children to pay for necessary 
health care. 

The Part C program also gears Medicare coverage more towards 
keeping the elderly healthy. We are talking in terms of prophylac- 
tic medicine. It greatly improves our seniors' access to preventive 
care, which can help them avoid lengthy hospital and nursing 
home stays. 

And finally, and I think equally as iportant in this day of fiscal 
austerity, this proposal is not— I want to repeat, not— a budget- 
buster. It entails no increase in Federal expenditures; it would be 
financed through existing Medicare funds, through beneficiary pay- 
ments, and savings in Federal Medicaid payments to the State. 

Mr. Chairman, in December of last year, I held hearings on cata- 
strophic illness and its financial impact on citizens of my State. 
And in those hearings, Mrs. Dean Carr of Piney Flats, Tennessee 
testified about her 92-year-old father who was suffering from 
cancer and confined to a nursing home. 

He had Medicare, and he had at least one of the so-called medi- 
gap insurance policies. But neither of these covered his nursing 
home costs, which were running about $2,000 a month. And this 
middle-class family quickly found that they were exhausting not 
only the residue of their father's estate, but also their own finan- 
cial resources in an effort to care for him. 

Mr. Chairman, it is sad to say and sad to hear this. I remember 
Mrs. Carr testifying about her father, who ended saying, '1 just 
pray that no one in this room ever has to go through what we have 
gone through, because it simply tears your heart out, having to 
serve between your father's needs and those of your children.'* 
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But unless we act, I think literally millions of American families 
are going to have to face the same kind of heart-rending experi- 
ence. Congress does not have the power to ease the physical and 
emotional pain of the elderly who need long-term care, but it can 
ease the financial pain for families like tho gentleman I have just 
discussed. 

I submit, Mr. Chairman, that there is a promise implicit in the 
50-year history of legislation that began with Social Security. It is a 
promise that Americans who have worked hard all their lives will 
not end their lives impoverished and a burden on their children. It 
means that the elderly w?ll not prefer death to living and being a 
burden on those that they love. 

In the words of the famous song, "Old M'^n River", we do not 
want our elderly in the position of being "tired of living but feared 
of dying." And that promise will not be fulfilled until we solve the 
problem of long-term care. 

Again, Mr. Chairman, I thank you for allowing me to appear 
here this morning. 

I am going to have to take my leave very rapidly, if I may, be- 
cause I was supposed to begin chairing some other hearings about 
five minutes ago. 

The Chairman. Thank you very much. Senator Sasser. 

We will look forward to examining your proposal. We wanted to 
question you a bit about the financing mechanism, which was enor- 
mously interesting, but maybe Congressman Pepper could address 
that. 

Congressman Pepper, we are delighted to have you, and we look 
forward to your testimony. 

Mr. Pepper. Mr. Chairman and Members of the Committee, I am 
particularly grateful to you for having me here this morning. I ap- 
preciate the privilege very much. I commend my distinguished 
friend here. Senator Sasser, for the excellence of the statement 
that he has just made. 

Mr. Chairman, you know, I feel like I am bringing coals to New- 
castle when I come before you and this Committee to talk about 
the need for catastrophic health care to protect the elderly and 
indeed all the people of our country. 

But Mr. Chairman, with the utmost of sincerity, I feel it is 
proper and honest to say that th*: question now is not for us to de- 
termine what we should do, but for us to do what we know we 
must do in respect to this critical matter And it may be that the 
time has come to start voting upon these critical measures to give 
the American people, our constituents back home, an opportunity 
to pass their own judgment upon the adequacy of our response to 
their demands that we have comprehensive health care to protect 
all the people of the United States. 

Mr. Chairman and Members of the Committee, you remember 
the long struggle that was engaged in by Members of this Congress 
to get adequate coverage for the health care of the people of this 
countty. My first recollection of any effort of that sort involves a 
great Senator from New York, Senator Bob Wagner, who was my 
colleague then in the Senate. He offered a comprehensive program 
for health care coverage, a social insurance program comparable to 
Social Security. Nothing was done about thai. 
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In 1945, President Harry S. Truman sent a special message to 
the Congress, urging the Congress to pass such a program of com- 
prehensive health care coverage. He also added research and the 
like— hospital facilities, and more things like that— for the protec- 
tion of the health of the American people. Nothing was done about 
that 

In 1946, my Committee on Wartime Health and Education in the 
Senate, dealing with the question of why 4 million young men of 
draft age were not mentally and physically able to respond to the 
call of their country in time of war as draftees, recommended after 
a three-year study in the Senate a comprehensive health care pro- 
gram of similar character. Nothing was done about that. 

Then, along finally came 1965. That was a landmark year, and 
we did make some landmark decisions with the enactment of the 
Medicare program and the Medicaid program. We surmised— and 
several of us were Members of the Congress when that action was 
taken— that, if we took care of the old folks and took care of the 
very poor, the middleclass could take care of itself. After 22 years 
of experience, we have found that is not true. 

I know of no better illustration of that than two cases that came 
to my attention recently, when my Subcommittee on Health and 
Long-Term Care in the House held some hearings on this subject. 

I got a letter from a man in Maine, 83 years old. He said, "I am 
the loneliest man in the world. My wife of 55 years has Alzheimer's 
disease. Her condition has steadily worsened. I had to put her in a 
nursing home." 

He said, "Then, a while later, I had a stroke, and I had to have 
one of my legs removed. After that, I had some other health prob- 
lems. Now my wife has been in the nursing home for several years, 
and I am desperate. What am I going to do? We have almost ex- 
hausted our savings of $160,000." 

Now, how many Americans have $160,000 in the bank? 

Another man named Howard appeared in person before our 
Committee— and incidentally, he told us at the hearing that he 
called the White House, and he said, "I am going to appear over 
there in the House before Mr. Pepper's Committee toMy. I wish 
you would send somebody over there to hear what I am going to 
say. I think you should hear it." 

Here is what he said. He said, "I was 58 years old. I was in good 
health. I had a good job. My wife and I owned a comfortable home. 
We had four health insurance policies on cur health and we had 
$140,000 in the bank. I thought I was all right and my family was 
safe." 

And then what happened? He got the same word I got one day: 
"Your wife has cancer." And she had to go into a nursing home. 
He said not long after that he had a serious 'Stroke. Then not long 
after that he had an automobile accident. And he said, "With my 
disability, my inability to work, my wife being in a n«*rsing home, 
we have just about exhausted our savings of $140 ^Go"- above the 
average for the middle class of our country. 

So the truth of the matter is we have learned after 22 years' ex- 
perience that Medicare is not adequate to meet the needs of the 
people of the country. It does not cover long-term hospital care, 
which is an element in the benefit package of the Bowen bill. We 
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should cover all the hospital care, of course. However, the Bowen 
proposal does not cover nursing home care, which is the main 
demand. It does not cover home care. 

The elderly spend $10 billion a year buying drugs. It does not 
cover a penny they pay for drugs that they consume out of the hos- 
pital. It does not provide any money for eyeglasses or hearing 
aids— I wear a hearing aid; they cost $550 apiece. Everybody 
cannot afford the hearing aids that they need. The Bowen bill does 
not cover any of that. 

Dental care is not included. You will see so many of the elderly 
people toothless; they cannot eat adequately. They do not have the 
money to buy the dentures that they need. And the Bowen bill doos 
not cover that. 

Ajid there is another common sort of an ailment that is mean- 
ingful to a lot of the elderly, and that is foot care. It does not cover 
any of that, either. 

I know of no better way to summarize the inadequacies of the 
Bowen bill than the language of Dr. Edward Campion of the Har- 
vard Medical School faculty, who is also on the staff of the Massa- 
chusetts General Hospital. He says, "The current proposal does 
very little. For example, lifting Medicare's 150-day limit would 
have affected less than one-tenth of one percent of our patients at 
Massachusetts General Hospital. Last year, only 17 patients out of 
over 33,000 would have qualified. By contrast, nearly 2,000 patients 
were discharged to rehabilitation and chronic hospitals and to 
nursing homes, where Medicare support soon vanishes, and the 
slide toward impoverishment begins. 

"These ill, frail patients need help beyond acute hospitalization; 
they .leed an extension of Medicare that is fiscally sound, but does 
not simply rob other benefits." 

And he describes the feeling of some of the elderly by saying, 
Those are the fears of my 83-year-old patient, slowing dying of 
chronic rheumatic heart disease, trying to remain in her own 
home. Quote, 'I fear many things, but death is not one of them,* 
she said. She feared all those things not covered by the Administra- 
tion s proposal.** 

Now, Mr. Chairman and Members of the Committee, I realize 
that this is a complex subject. I realize we need much data before 
we can act wisely and exercise sound judgment upon the matter. 
But I think the time has come to face the issue squarely. Are we 
going to adopt the proposals in principle which are the policies of 
all the enlightened nations of the world except the United States 
and South Africa, or are we going to remain in that hmited catego- 
ry of countries with no comprehensive health insurance? 

The other day, down in Miami Beach, in my district, I had given 
a flag to some of the elderly people at one of the elderly housing 
projects. Afterwards, we came in and sat down around the table to 
have coffee. Among the group was a lady from Canada. She said, "I 
do not understand how, in the United States, these things that you 
say can be true. In my country, none of those costs would be paid 
by me; they would all be covered by our health program.** She said, 
I am at a loss to understand why the United States, great, ad- 
vanced country that you are, has not adequately met the challenge 
of this Canadian program.** 
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Now, what are we afraid of I do not think there is any doubt 
about the need or the people's demand that we do something ade- 
quate. I have got a report here of two polls. One of them v;as a 
recent national poll by the Daniel Yankelovich group, a respected 
independent pollster. It found that three out of four Americans, 
young and old alike, supported the expansion of Medicare to in- 
clude the cost of long-term care. And then, in December 1986, a 
survey sponsored by AARP revealed that 82 percei t of Americans 
age 45 and over favor a Government program to help pay for long- 
term care. 

The skeptics say, "Well, it will cost a lot." I do not care what it 
costs, it is less than is paid now by the people of the country under 
the present system. And it will ruin nobody. The present system 
ruins one million people a year. 

Our C!ommittee has established the fact that one million Ameri- 
cans a year become destitute because of having to pay for their 
medical care under the present system that we have. Nobody will 
be made destitute by any proposal that I know of, certainly not by 
mine or Senator Sasser's or any others. 

I think the time has come for us to face up to reality. If we do 
not have all the data we need, we should get it. It is better to pass 
something in October or January of next year than to pass a bill 
that is inadequate now. You and I know very well the tendency of 
the Congress, once we have dealt v/ith a subject not to come back 
to it for no telling how long thereafter. 

We have waited 22 years to enact any meaningful legislation in 
the health field since we passed Medicare in 1965. Are we going to 
wait 22 more years? How many people are going to die during that 
period of time for lack of care? 

Let me just tell you one more experience that I had. A little bit 
ago, a lady came and sat down at my desk. She said, "Mr. Pepper, 
my mother used to work for you in Miami and she is the reason I 
came to you. I now live in Houston. I am 35 years old, I have three 
children, and I am the source of support for my mother.'* She said, 
"If you will look in my eyes, you will see the eyeballs have already 
turned yellow. I have got a liver disease. I have been to the doctors 
and the hospitals in the East. They tell me that if I do not have a 
transplant in the next six or nine months, I will be dead in the 
next 12 months." 

"I have been to these hospitals, and they tell me it will cost 
$150,000, maybe $200,000 altogether, to have that transplant. I 
have been able to raise by solicitations among people of kind heart, 
$45,000." 

"What am I going to do? I have come to you and ask you to help 
me." 

There was a mother and a daughter, an American citizen, plead- 
ing before a Member of C!ongress to live. 

I called up David Stockman. I said, "I have got a critical case 
here before me. Is there any program you know of in the Federal 
Government under which we can give any help to this lady?" 

He said, "I do not know of any. I will check and call you back." 
He did call back and said he didn't know of anything. 

Well, to make a long story short> that lady had the temerity and 
the initiative to campaign all over America. She finally raised 
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$120,000— a marvel. She had an operation at the Deacon's Hospital 
in Boston for $120,000, much less than the usual sum that they 
charge. She had the operation. 

A few days ago, she and her mother came and liad lunch with 
me over at the Senate Dining Room. She had gained 60 pounds 
from the medicine she has to take to keep the Ixxly from rejecting 
the transplant. But she said, "Mr. Pepper, your bill will not do me 
any good at all." My bill, H.R. 65, is related to the elderly. 

I asked, "Why?" 

She said, "Well, because in the first place, I am not 65. Further- 
more, it is costing me $1,000 a month to buy the drugs I have to 
take to keep the body from rejecting the transplant that I have al- 
ready had. I will be dead in a little while if I stop taking that medi- 
cine. 

And she said, "Medicare is telling me they are going to stop 
giving me that money because they do not accept a transplant of a 
liver as an approved method of medical care." 

I called Dr. Roper at HCFA about it, and you might want to 
check into it yourself. They said, "We are waiting on the National 
Institutes of Health to give us an opinion as to whether it is an 
accepted operation or not/* 

Anyway now, here is that lady. Who is going to keep her alive? If 
they cut off her $1,000 a month, she says, "I cannot work. I cannot 
rely on solicitations indefinitely." What is going to happen to that 
lady? These are just a few cases. 

One more. The other day, we had five witnesses before our Sub- 
committee. When the catastrophic illness struck these respective 
families, every single one of them lived in their own home, they all 
had good jobs, they all had a good many thousand dollars in the 
bank, they were all living comfortably— good, middle-class Ameri- 
cans. 

Then catastrophic illness struck each one of those families. First 
went the savings and then the homes. I will never forget the agony 
with which one elderly woman told us about having to sell their 
home. She said, "I had to take care of my husband. We had ex- 
hausted our savings. We had no other resources. I did not know 
where else to turn. We had to sell our home. But," she said, "I dare 
not tell my husband that I had to sell our home because it would 
break his heart to know that." 

So I am saying that what we are proposing is merely a tax, and 
we want the program to be self-supporting. I do not want to add to 
the deficit, I do not want to add to the debt. God knows, we have 
got enough of that already. 

But let us levy the money necessary to pay the bills. Everybody 
will be helped and nobody will be hurt by a comprehensive pro- 
gram comparable to Social Security that will provide the revenue 
with which catastrophic illness will be taken care of for all the 
people of America. 

Now, in conclusion, Mr. Chairman, my bill, H.R. 65, is compre- 
hensive in scope— it covers hospital care, nursing home care, home 
care, dentures, drugs, eyeglasses, foot care, and the like. It is com- 
prehensive and it is self-supporting. I am waiting now on a report 
from the Congressional Budget Office. I have asked Representative 
Stark, who is holding the hearing of the Ways and Means Subcom- 
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mittee, not to conclude his decision until he can get the report of 
the Congressional Budget Office as to the cost of my bill. So I want 
to know what the cost is going to be. Of course, if we need to vary 
the method, I am ready to do that. 

I am merely saying, Mr. Chairman, the time has come for us to 
face honestly and squarely the magnitude of this challenge. Re- 
member, it is not just a theory. It is not just political science. It is 
life and death; it is destitution as the only alternative for many of 
the people of our country. 

So I commend your distinguished Committee for the serious 
thought that you have given to this matter, and I hope you will 
take an advance position. Let us meet this challenge and meet it 
honorably. 

Thank you, Mr. Chairman. 

[The prepared statement of Congressman Pepper follows:] 
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MR, CHAIRMAN. MEMBERS OF THE CC»ffl1ITTEE. LADIES AND 
GENTLEMEN. I WANT TO THANK MY DISTINGUISHED COLLEAGUE AND CHAIRMAN 
OF THIS COMMITTEE, THE HONORABLE TED KENNEDY OF MASSACHUSETTS, FOR 
THE PRIVILEGE OF LETTING ME TESTIFY ON A MATTER OF IMMENSE IMPORTANCE 
TO OUR NATION'S 31 MILLION ELDERLY AND DISABLED, THAT IS THE NEED IN 
THIS COUNTRY FOR COMPREHENSIVE CATASTROPHIC HEALTH INSURANCE. 

MR. CHAIRMAN. OVER THE COURSE OF THE LAST FOUR YEARS, MY 
SUBCOMMITTEE HAS HELD DOZENS OF HEARINGS ON THE ISSUE OF CATASTROPHIC 
HEALTH INSURANCE, BOTH IN WASHINGTON, D.C. AND AROUND THE UNITED 
STATIS. LITERALLY HUNDREDS OF ELDERLY MEN AND WOMEN HAVE APPEARED 
BEF0R5 MY SUBCOMMITTEE TO DETAIL THEIR PERSONAL EXPERIENCES IN COPING 
FINANCI.iLLY WITH A HEALTH CARE TRAGEDY. ELDERLY AMERICANS ARE 
AFRAID. EVERY DAY THEY FACE THE DOUBLE-EDGED SWORD OF 
EVER-ESCALATING HEALTH CARE COSTS AND CONSTANTLY DECREASING MEDICARE 
COVERAGE. EVERY DAY, THEY FEaR GOING BROKE, LOSING THEIR HOME TO A 
LONG-TERM ILLNESS, GOING INTO A NURSING HOME, OR BECOMING DEPENDENT 
ON A STRANGER OR A LOVED ONE. MOTIVATED BY SUCH FEAR, MY 
SUBCOMMIITEE HAS FOUND THAT SENIOR CITIZENS BUY HOPE IN THE FORM OF 
ONE OR MO.^ INSURANCE POLICIES, NOT REALIZING THAT THERE IS NO PUBLIC 
OR PRIVATE INSURANCE POLICY, OR COMBINATION OF SUCH POLICIES, THAT 
WILL PROTECT THEM WHEN A CATASTROPHIC ILLNESS STRIKES AND PROVIDE 
THEM WITH rnZ COMPREHENSIVE COVERAGE THEY SO DESPERATELY WANT. 

WHILE MEDICARE AND PRIVATE INSURANCE DO A PRETTY GOOD JOB OF 
PAYING COSTS ASSOCIATED WITH HOSPITAL STAYS — VIRTUALLY NO COVERAGE 
IS AVAILABLE FOR THE 20 MILLION AMERICANS WHO SUFFER FROM CHRONIC 
HEART CONDITIONS, OR THE 10 MILLION AMERICANS WHO SUFFER FROM CHRONIC 
LUNG DISEASE, THE 3 MILLION AMERICANS WHO HAVE ALZHEIMER'S DISEASE, 
THE 5 MILLION AMERICANS AFFLICTED WITH CANCER, OR THE 500,000 
AMERICANS WHO HAVE PARKINSON'S DISEASE. IT IS A FACT T.iAT ONCE A 
PERSON BECOMES SO DESPERATELY ILL THAT THFJ^ IS NO HOPE OF MAKING HIM 
OR HER SELF-SUFFICIENT, MEDICARE AND MOST PRIVATE INSURANCE COME TO 
AN END, AND THE PATIENT AND HIS OR HER FAMILY ARE LEFT TO FEND FOR 
THEMSELVES. THE SUBCOMMITTEE HAS FOUND THAT LIFE SAVINGS CAN QUICKLY 
BE DEPLETED FROM COSTS ASSOCIATED WITH A CATASTROPHIC ILLNESS — WITH 
LONG-TERM CARE IN THE HG^IE OR IN A NURSING HOME RANGING FROM $25,000 
TO OVER A MILLION DOLLARS A YEAR. 

THE OPTION FOR CHRONICALLY ILL AMERICANS WHOSE RESOURCES ARE 
EXHAUSTID, OR NON-EXISTENT, CAN BE EQUALLY FRIGHTENING. ONE IS 
ADVISED TO WAIT UNTIL ALL LIQUID RESOURCES, INCLUDING ONE'S HOUSE, 
ARE DEPLETED TO THE LEVEL OF $3,000 FOR A COUPLE AND $2,500 FOR AN 
INDIVIDUAL — AND THEN GAIN MEDICAID ELIGIBILITY. 

IN 1987, OVER 700,000 OLDER AMERICANS WILL BE FORCED INTO 
POVERTY AND ONTO THE WELFARE ROLLS DUE TO THE CATASTROPHIC COSTS OF 
THE HEALTH CARE THEY NEED. 

WHILE I AM PLEASED THAT THE PRESIDENT NOW AGREES THAT WE MUST 
ASSIST OUR ELDERLY AGAINST THE BANKP.UPTING COSTS OF A CATASTROPHIC 
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ILLNESS, Z AM SHOCKED THAT HE WOULD KNOWINGLY OR UNKNOWINGLY LEAD THE 
AMERICAN PEOPLE TO BELiEVS THAT THE PLAN HE ENDORSED WOULD "FREE THE 
ELDERLY PROM THE FEAR OF CATASTROPHIC ILLNESS" AND PROVIDE "THAT LAST 
FULL MEASURE OF SECURITY. THAT CLAIM IS SIMPLY NOT TRUE. 

THE PRESIDENT'S PLAN SIMPLY COVERS LONG HOSPITAL STAYS 
WHICH LESS THAN 1 PERCENT OF THE ENTIRE MEDICARE POPULATION CURRENTLY 
REQUIRES. IN EXCHANGE FOR A $4.92 MONTHLY PREMIUM, MEDICARE WOULD 
COVER AN UNLIMITED NUMBER OF DAYS IN A HOSPITAL, WITH EACH MEDICARE 
BENEFICIARY PAYING NO MORE THAN $2,000 EACH YEAR IN COINSURANCE AND 
DEDUCTIBLES. SIMPLY PUT, HIS PLAN WOULD HELP ONLY 3 PERCENT OF THE 
TOTAL MEDICARE POPULATICm. A POLICY EXPERT FROM HARVARD TOLD MY 
SUBCOMMITTEE LAST WEEK THAT THE WHITE HO'iSE PLAN WOULD HELP ONLY 
ABOUT ONE-TENTH OF cm PERCENT OF ALL MEDICARE PATIENTS AT THE 
MASSACHUSETTS GENERAL HOSPITAL. THE PRESIDENT'S PLAN WOULD NC (* COVER 
THE HEALTH CARE COSTS FOR VICTIMS OF ALZHEIMER'S. PA^ITSON'J^ 
HUNTINGTON'S, CHROKIC HEART OR ARTHRITIC PROBLT " , CiNCER AND THE 
LIKE. HIS PLAN WOULD NOT COVER LONG-TERM CART IE HCm OR IN A 

NURSING HOME — WHICH IS THE REAL CATASTROPHE OLDER AMERICANS. 
IT DOES NOT COVER PRESCRIPTION DRUGS WHICH COST OVER $10 BILLION 
ANNUALLY. IT WILL NOT COVER HEARING AIDS WHICH AVERAGE AROUND $500 
EACH. HIS PLAN WOULD NOT COVER EYE CARE, FOOT CARE, DENTAL CARE, 
PHYSICAL EXAMS. 

I HAVE RECEIVED THOUSANDS OF LETTERS FRCM1 SENIOR CITIZENS 
ACROSS AMERICA SINCE THE PRESIDENT'S ANNOUNCEMENT ON CATASTROPHIC 
HEALTH CARE. NOT ONE LETTER HAS CCME FROM THE VICTIM OF A LONG AND 
UNCOMPENSATED HOSPITAL STAY, ALTHOUGH I UNDERSTAND THAT YOU WILL HEAR 
TESTIMONY FRCl SEVERAL TODAY. SADLY, MOST WRITERS BELIEVE THAT THE 
PRESIDENT'S 1 ROPOSAL WILL PROVIDE THE ASSISTANCE THEY SO DESPERATELY 
NEED. BUT TlIE PRESIDENT'S PLAN WON'T HELP THE 83-OLD-GENTLEMAN FROM 
MAINE WHO WROTE M*^ STATING: 

...HERE I SIT THE LONELIEST MAN THAT EVER LIVED. 
I HAVE ADMITTED MY WIFE, OF 55 YEARS, TO A NURSING HOME. 
SHE HAS ALZHEIMER'S AND I AM CAUGHT BETWEEN A ROCK AND A 
HARD PLACE. I CAN NO LONGER PROVIDE THE ROUND THE CLOCK 
SHE REQUIRES AND I WILL SOON BE UNABLE TO PAY THE COSTS OF 
THE CARE SHE NOW RECEIVES WHICH HAVE EXHAUSTED OUR $160,000 
IN LIFE SAVINGS. 

THE PRESIDENT'S PLAN WON*T HELP AN ELDERLY GENTLEMAN FROM 
M^RYLAND WHO TESTIFIED BEFORE OUR SUBCOMMITTEE SEVERATi WEEKS AGO. HE 
SAID, 

...IN 1983, MY WIFE WAS STRlCKEt: WITH CANCER. IN THE YEAR 
THAT FOLLOWED PRIOR TO HER DEATH, I SPENT OVER $17,000 
FOR HER CARE, OF WHICH MY FOUR INSURANCE POLICIES PAID 
ONLY $64. MY OWN HEALTH HAS DETERIORATED I SUFFERED A 
STROKE, HAVE A LIVER DISORDER AND MY LEG V*. RECENTLY 
AMPUTATED. I REQUIRE ROUMD-THE CLOCK CARE ALL OF WHICH 
IS UNCOVERED BY MEDICARE AND MY INSURANCE. I HAVE ALMOST 
EXHAUSTED MY $140,000 IN SAVINGS. 

NOW, HOW MANY OLDER AMERICANS HAVE $140,000 OR $160,000 LYING 
A7.0UND? NOT MANY. THESE TWO GENTLEMEN ARE TYPICAL VICTIMS OF 
CATASTROPHIC ILLNESS IN AMERICA. THESE GENTLEMEN WEREN'T LIVING ON 
THE FRINGES OF POVERTY. THEY HAD SAVED ALL THEIR LIVES. THEY WERE 
PROPERLY INSURED. THEY THOUGHT THEY WOULD BE SAFE WHEN A HEALTH 
PROBLEM AROSE, AND THEY, LIKE THOUSANDS OF OTHERS, WEREN'T. 
UNFORTUNATELY, THEY WON'T BE HELPED BY THE PRESIDENT'S PLAN EITHER. 

ANY SERIOUS CATASTROPHIC HEALTH CARE PROPOSAL SHOULD COVER 
NOT ONLY LONG STAYS IN A HOSPITAL BUT LONG STAYS IN THE HOME OR IN A 
NURSING HOME AS WELL. IT SHOULD COVER ILLNESSES LIKE CANCER, 
ALZHEIMER'S, PARKINSON'S, HUNTINGTON'S, HEART DISEASE, AND THE LIKE, 
THAT DO NOT REQUIRE HOSPITALIZATION AND WHICH ARE LARGELY UNPROTECTED 
BY INSURANCE EITHER PRIVATE OR PUBLIC. 
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^ r.^ ^r.^ ^ ^^^^ BECAUSE I BELIEVE THAT FOR THE FIRST TIME IN 

^„S223?^^^°^^ SPANS 50 YEARS, THE PRESIDENT, ThT 

S?5!25^^^'^ ^ PEOPLE ARE. ALL STANDING ON THE SAME SQUARE. WE ARE 
FACED WITH THE RARE OPPORTUNITY FOR REAL, LASTING, MEANINGFUL CHANGE 
WITH RESPECT TO THE FUTURE OF HEALTH CARE. WE CA^OT, IN GOOD 
CONSCIENCE, WASTE THIS OPPORTUNITY WITH LIMITED REFORM. 

^ ^ ^^"^ CCa^SIDERATlca^ OF THE CONCEPT OF COMPREHENSIVE 

CATASTROPHIC HEALTH CARE L fiRAQE UNDER MEDICARE. I HOPE YOU WILL 
SSYL^t,"-^* ^ INTRODUCED, AND S. 454 — A COMPARABLE 

®^ ^ COLLEAGUE IN THE SENATE, THE HONORABLE JAMES 
SJSS^^^P^^^^- "-^^ ^5 IN FACT PROVIDE OLDER AMERICANS 

WITH THE CATASTROPHIC AND COMPREHENSIVE COVERAGE THEY ARE HOPING 
FOR. THE BILL PROVIDES COVERAGE FOR LONG OR SHORT STAYS IN^ 
JS^S^^*^^*' ^ IN A NURSING HOME. IT WOULD COVER MANY 

irajS CURRENTLY UNCOVERED BY MEDICARE OR PRIVATE INSURANCE, INCLUDING 
DENTAL CARE, EYE CARE, HFJ^ING CARE, AND PHYSICAL EXAMS. 

,^»^T/.„«,x":5• ^ I*^^ COMPANION BILL IN THE SENATE, S. 454, ARE 

DESIGNED TO NOT ADD ONE DOLLAR TO THE FEDERAL DEFICIT. THESE 
IffiASURBS ARE COMPLETELY SELF-FINANCING. THEY WOULD CALL FOR A MORE 
SENSIBLE AND EFFICIENT MANAGEMENT OF OUR HEALTH CARE DOLLAR AND 

SERVICES. THESE BILLS BUILD Oti THE SUCCESS OF THE KAISER 
PERMANENTE GROUP IN OREGON WHICH IS PROVIDING COMPREHENSIVE CARE 
WITHIN THE COSTS OUTLINED IN S. 454 AND H.R. 65. THEY BUILD UPON THE 
™^ ON-LOK PROGRAM IN SAN FRANCISCO WHICH HAS BEEN ABLE TO 
PROVIDE MORE COMPREHENSIVE CARE WHILE ACTUALLY REDUCING THE COST TO 
THE FEDERAL GOVERNMENT AND THE STATES. AS YOU MAY KNOW, THE 
CWGRESSIC»<AL BinJGET OFFICE IS CURRENTLY PREPARING A COST ANALYSIS OF 
MY BILL. WE HOPE TO HAVE THEIR REPORT IN THE COMING WEEK. 

SUCH A COMPREHENSIVE PACKAGE OF BENEFITS WOULD BE FINANCED, 
IN PART, BY THE AMOUNT MEDICARE PAYS NOW FOR SERVICES UNDER PARTS A 
AND B OF THE PROGRAM, AND IN PART, BY THE AMOUNT MEDICARE 
BENEFICIARIES CURRENTLY PAY FOR PARTICIPATION IN PART B OF THE 
JffiDICARE PROGRAM (17.90 A MONTH) AND THE AMOUNT THEY SPEND PER MONTH 
ON MEDIGAP INSURANCE (ABOUT $50 A MONTH). IN NO CASE WOULD ANY 
CITIZEN PAY MORE THAN 10% OF THEIR INCOME ON HEALTH CARE 
PREMIUMS IN A GIVEN YEAR. IN ADDITION, STATES WOULD PURCHASE 
COVERAGE UNDER THESE BILLS AT A RATE EQUAL TO 90 PERCENT OF THEIR 
PROJECTED AVERAGE MEDICAID PAYMENTS FOR THESE INDIVIDUALS IN THE 
FOLLOWING YEAR. WHILE H.R. 65 WOULD PERMIT AMERICANS TO GO TO ANY 
DOCTOR THEY DESIRED, QUALITY OF CARE AND ACCESSIBILITY OF SERVICES 
WOULD BE REQUIRED UNDER THESE BILLS. 

MR. CHAIRMAN. NO ONE KNOWS BETTER THAN YOU OF THE DESPERATE 
NEED IN AMERICA FOR MEANINGFUL, LASTING, AND AFFORDABLE HEALTH CARE. 
I URGE YOU, MR. CHAIRMAN, TO CHAMPION THIS NOBLE OBJECTIVE HERE IN 
THE SENATE. HOW LONG CAN AMERICA WAIT? HOW MANY MORE AMERICANS MUST 
DIE IN THE ABSENCE OF APPROPRIATE CONGRESSIONAL ACTION. 
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The Chairman. Thank you. 

I think all we could say is "Amen" to +^at very eloquent and 
challenging statement and comment. I wouid just add a footnote. 
As the good Congressman knows, for example, in Canada, they ^re 
spending about 9.6 percent of their GNP. We are almost up to 11 
piercent. We are spending $460 billion a year, about $50 billion a 
year for administration. They have long-term care; we do not. And 
the real challenge is the challenge to our humanity and the chal- 
lenge to our decency, and I think it has been eloquently stated by 
the Congressman from Florida. 

I have no questions, and I would ask the Senator from Mississip- 
pi if he has questions or comments. 

Senator Cochran. Mr. Chairman, let me just join you in thank- 
ing my good friend Claude Pepper for being here and contributing 
to the work of our Committee. 

I had the pleasure of serving with him for six years in the House. 
It is good to see you again, and we thank you for your friendship 
and your guidance. 

Mr. Pepper. Thank you. Senator. 

The Chairman. The Senator from Iowa. 

Senator Harkin. Mr. Chairman, I have no questions. I just want 
to again join in saying thank you very much, Claude, for all that 
you have done for so many years for our Nation. I tell you, you are 
truly an inspiration for all of us in this country. And no matter 
\vhere I go in Iowa and visit with people, whether they are in re- 
tirement homes, or whether they are at congregate meals, no 
matter where I go, they always have me carry one word back to 
Washington: Please say hello, and give our thanks to Claude 
Pepper. 

Mr. Pepper. Thank you. Senator. 

The Chairman. The Senator from South Carolina, Senator Thur- 
mond. 

Senator Thurmond. I do not have anything further, except we 
are delighted to have Senator Pepper with us. He has worked long 
and hard for many years for the elderly, and we want to commend 
him for his great work. 

Mr. Pepper. Thank you. Senator. 

The Chairman. Thank you very much. 

The Senator from Washington. 

Senator Adams. I have no questions, Mr. Chairman. I just want 
to join in welcoming you here, Claude, and say how much we all 
appreciate and how grateful we are to you for carrying on the fight 
that you have for so many years. 

Thank you, Mr. Chairman. 

The Chairman. The Senator from Maryland. 

Senator Mikulski. Well, Congressman Pepper, you certainly 
have added some salt to this hearing, and we appreciate your com- 
ments. 

My own father has Alzheimer's disease and is currently incapaci- 
tated in a nursing home. So I share with you the grief that occurs 
in these situations. As you know. Senator Kennedy and myself and 
Henry Waxman have introduced legislation on spousal impoverish- 
ment that would protect the family income of people f cing long- 
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term care, and we hope we have your support on that and many 
other issues. 

Mr. Pepper. Mr. Chairman, may I just say this in respect to Alz- 
heimer's. Perhaps you are already aware of the fact that in the 
House last session, in the reconciliation bill, Mr. Henry Waxman 
put a provision in there for five regional centers for research in 
and treatment of Alzheimer's disease. 

Senator Gore and I have previously introduced legislation to pro- 
vide 20— we think is the right number that we should have. 

I got Mr. Waxman to add five more, so there are ten. And I hope 
we can add to those ten to get the number that we require. 

Mr. Chairman, let me just say how proud I am to see three of my 
recent colleagues in the House who have been promoted over here 
to your body, sitting here this morning. 

The Chairman. The Senator from New Hampshire. 

Senator Humphrey. Am I allowed to make a statement here? I 
have got a very brief statement. 

The Chairman. No. We just want to question Congressman 
Pepper. 

Senator Humphrey. I would just say good morning, that is all. 
Thank you. 
Mr. Pepper. Thank you. 
Thank you very much, Mr. Chairman. 

The Chairman. We thank you very much. Congressman Pepper. 

Senator Harkin. Mr. Chairman, I am sorry, I have to be leaving 
shortly, and I just wonder could I get a statement in the record? 

Tha Chairman. Yes, without objection, it will be so ordered. 

We will have Dr. Bowen, the Secretary of HHS, as our next wit- 
ness. 

Dr. Bowen, we want to welcome you very much to our Commit- 
tee. You have appeared here before, and we are very grateful to 
you. I think all of us are very lindful of the very important lead- 
ership that you have been providing to address some of the very 
significant health issues of tnis country. We know that they are in 
some instances, controversial, but they are, I think, a very impor- 
tant challenge for our people, and that challenge is whether we are 
going to be humane and decent to many of our senior citizens. We 
know you have given a great deal of thought to this, and we know 
you are very much involved in this issue: you come as a doctor, but 
also in your own State as a Governor, so you have a very special 
insight into this, and we are very, very grateful to you for your 
presence here today. 

We recognize someone else at the table, and if you would like to 
introduce him, he is no stranger to this Committee— or I might 
yield to my friend and colleague from Utah to make an introduc- 
tion of one of our witnesses here. 

Senator Hatch. Well, thank you, Mr. Chairman. That is awfully 
gracious of you. 

Let me welcome you also. Dr. Bowen. It has taken a lot of gitts 
and intelligence and work for you to come up with this proposal, 
and we appreciate the efforts you have put in. 

I would also like to introduce Thomas Burke, who is with you, 
who has played a great role in this, and of course, our own former 
Staff Director on the Senate Committee on Labor and Human Re- 
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sources, Ron Docksai. We are happy to see you back, Ron, as a wit- 
ness. I know Senator Kennedy will treat you with utmost defer- 
ence, but I am going to really work you over today if I get a 
chance. 

Mr. Docksai. I am used to it. Senator Hatch. [Laughter.] 
The Chairman. Working for you. 

Senator Hatch. Yes. It is very tough working for me, that is for 
sure. 

But we are really happy to welcome all three of you. We are very 
proud of the record that you are compiling at the Department of 
Health and Human Services, and we just want to let you know how 
much we appreciate the things that you have done to cooperate 
with this Committee to help us all to do a better job. 

The Chairman. Secretary Bowen, please proceed. 

STATEMENT OF HON. OTIS R BOWEN, M.D., SECRETARY OF 
HEALTH AND HUMAN SERVICES, WASHINGTON, DC, ACCOMPA- 
NIED BY THOMAS BURKE, CHIEF OF STAFF, AND DR. RON 
DOCKSAI, ASSISTANT SECRETARY FOR LEGISLATION 

Secretary Bowen. Thank you very much, Mr. Chairman, Senator 
Hatch, and distinguished Members of the Committee. 

Thank you for the opportunity to discuss the Administration's 
proposal for insuring the retired and the disabled in our society 
against the risk of catastrophic, acute health care expenses. 

With me today, as you have just said, is my Chief of Staff, Mr. 
Thomas Burke, and my Assistant Secretary for Legislation, Dr. 
Ron Docksai. Both served on the Department's Task Force on Cata- 
strophic Health Care, and they are here to assist me. 

Health care expenses have been a personal concern of mine for 
many years, and became my number one priority when I assumed 
my current responsibilities as Secretary of Health and Human 
Services. They are also of great concern to the President, who has 
pursued catastrophic protection both as Governor of California and 
now as President. 

This is a particularly special day for me. While I have appeared 
before the Congress several times to discuss the contents of my 
report to the President on catastrophic illness, this is my first op- 
portunity to discuss S. 592, the Medicare Catastrophic Illness Cov- 
erage Act, introduced by Senator Dole on February 26th. 

And thank you, Mr. Chairman, for your early support of our pro- 
posal. We are equally grateful to Senators Hatch, Quayle, Cochran, 
Pell and others for their leadership on this particular issue. 

In crafting the President's proposal, we tried to maintain the 
fine balance between the needs of all sectors of society. And for 
what it is worth, it has the enthusiastic support of at least two 
Medicare enroUees — the President and me. 

Now I would like to highlight briefly the steps we took to study 
the options for catastrophic protection. Many people and organiza- 
tions throughout the country contributed to our work last year. 
One major component of our effort was the Blue Ribbon Private- 
Public Sector Advisory Committee that I established to solicit infor- 
mation throughout the country on the public's concerns and ideas 
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regarding catastrophic health care problems. I am very grateful for 
the expert counsel that they have provided us. 

The other component of our effort was a detailed analysis of 
policy options for catastrophic illness. Department staff consulted 
technical experts from around the county to ensure that all possi- 
ble issues and options were considered. Tlieir work is described in 
detail in my report to the President, which was also transmitted to 
you. 

Today, I am here to talk about one part of our effort, and that is 
protecting Medicare beneficiaries against catastrophic health care 
expenses. But before turning to that, let me underscore that the 
other issues we studied— that is, protection against long-term care 
expenses and protecting the general population against catastroph- 
ic health care expenses— are also important issues. The President 
has directed further work on them. 

Throughout the development of the catastrophic protection initi- 
ative, we have kept in mind the pluralistic nature of our society 
and its histitutions. I believe it is important to preserve the deli- 
cate balance between Federal programs. State and local efforts, 
provider responsibilities, and those of individuals. The diversity of 
the American health care system helps make it the best in the 
world, and this system must be preserved. 

I now would like to describe for y^u the Administration proposal 
and the principles upon which it was based. 

Our legislation is structured around three main concepts. First, 
we would guarantee up to 365 da>s of hospital care a year, and 
would limit the hospital deductible to two per year. We would 
eliminate the ''spell of illness" concept and cap total out-of-pocket 
costs for basic hospital, physician ana aftercare services at a fixed 
amount of $2,000 for fiscal year 1988. 

Second, we would fully self-finance the catastrophic benefit 
through a modest premium added to the current Part B premium. 
Third, we would limit protection to those expenses associated with 
the current Medicare benefit. We are not proposing to use the in- 
troduction of catastrophic protection as a vehicle to add new serv- 
ices to the Medicare benefit package. 

Both the i^remium and the stop-loss cap would be recalculated 
aimually by Medicare actuaries to ensure that the new catastroph- 
ic benefit remains fully self-financed and budget-neutral. It would 
not result in any intergenerational shift in financing nor be de- 
pendent upon general revenues. 

The Administration feature added to our original report includes 
a carryover provision to allow beneficiaries who incur large out-of- 
pocket expenses at the end of a calendar year to carry these for- 
ward into the next year and count them toward that year's cata- 
strophic cap. Since no one can time an illness according to the 
clock or calendar, having some flexibility .n the benefit in this way 
is fair and reasonable, but not without some added cost 

The carryover provision would affect the premium starting in 
1989. The Medicare actuaries are in the process of refining their 
cost estimates, but this protection if accepted could add as much as 
35 percent to the pren>ium for all beneficiaries. Our specific carry- 
over provision is just one of many ways to reduce the possible arbi- 
trariness of an annual accounting period; there ma^' well be ether 
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approaches which would provide this type of protection at a more 
reasonable cost 

The President believes that the mission and purpose of the Medi- 
care program should be to provide health insurance protection, in- 
cluding catastrophic protection for the retired and d&abled. While 
there may be ways to modify somewhat our proposal and still 
adhere to this view of Medicare, there have been other proposals 
put forward that would dramatically expand the catastrophic bene- 
fit and edter its very nature, adding to the deficit, raising taxes, or ^ 
expanding Medicare coverage. 

Medicare provides the basic core services that individuals will 
need throughout the course of their lifetimes. There are, and will 
continue to be, a significant number of services that can be added 
through the private plans. Coverage for eyeglasses, dentures, and 
prescription drugs are a few. A great variety of products clearly 
can be offered by private insurance. 

But why finance the benefit through premiums? As you know, 
Medicare involves two separate benefits— a part A hospital benefit, 
and a part B, physician and other providers benefit. The part A 
hospital benefit is funded out of a special payroll tax on workers, 
and the part B benefit is funded to a large degree — 75 percent— by 
general tax revenues. In this way, current workers pay the hospital 
bills of the retired and disabled. Current workers are contributing 
significantly and explicitly to the health care of Medicare benefici- 
aries. 

Our proposal is based on premium financing of benefits, a cus- 
tomary practice in insurance, which would pool the risks widely 
and keep premiums modest. 

I know concerns have been raised about the ability of low-income 
beneficiaries to afford the added premium for the catastrophic ben- 
efit, end I share these concerns. But the Federal Government in 
partnership with State and local governments, already has pro- 
grams specificallv designed to meet the needs of low-income retir- 
ees, disabled, and others. These include Medicaid, Supplemental Se- 
curity Income, and the Community Health Centers, to name a few. 
Needs of low-income persons are best addressed through these tar- 
geted programs. 

Why a $2,000 cap on out-of-pocket expenses? The $2,000 figure 
itself was arrived at by using the stop-loss coverage we had found 
in researching private employment-based group health insurance 
coverage, indexed forward to account for inflation. We believe that 
a $2,000 outof-pocket stop-loss is both actuarially reasonable and 
adheres to a common sense notion of what a catastrophic expense ^ 
is. 

Why limit catastrophic protection to the current Medicare bene- 
fits package? We looked at different ways to expand the Medicare 
benefit There are a number of ser\'ices that could have been added 
over the past 20-plus years, such as prescription drugs, enhanced 
skilled home coverage, a broadened outpatient psychiatric benefit, 
or dental coverage. Everyone has a favorite benefit he or she would 
like to have covered. 

This legislation maintains a core set of benefits and services that 
virtually all beneficiaries will need some day. Medicare is a very 
good, broad program as it is. It covers hospital stays, nursing home 
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care, rehabilitation, home health care, services of physicians, chiro- 
practors, podiatrists and others. Maintaining the basic Medicare 
benefit represents an opportunity for the private insurance sector 
to market benefit packages to those retired and disabled who 
demand that kind of protection. 

Finally, current budgetary constraints make this an inopportune 
time to promote benefit expansions. Budget neutrality is a linch- 
pin of this l^islation. 

Our plan balanced competing goals. We provided a basic Medi- 
care benefit package expansion, funded by a premium that is actu- 
arially sound and reasonable. 

Consideration of any new benefits would be very costly. We urge 
that catastrophic protection not be used as a back door for adding 
new coverage items. Financing new services through the premium 
would increase costs and discourage some people from enrolling. 

One final observation. The bill does not include protection 
against long-term care costs, and I would be remiss if I did not say 
a few words about that Long-term care is high on my list of prior- 
ities in the Department- The President has also expressed his con- 
cerns. 

It became apparent early in our study and deliberations .that 
long-term care was also the dominant concern of the people who 
appeared before the public-private sector advisory group. It is cer- 
tainly a major concern of many American families. And I know it 
IS a priority of the Congress as well. 

Long-term care was not included in the Administration's bill, 
however, because it is a very complex problem which is costly to 
solve. It cuts across many sectors and layers of society. Long-term 
care involves some medical care services, but the major expenses 
involve income maintenance and social service needs. 

Today about 80 percent of this nonmedical assistance is provided 
by family and friends, that is through the informal help that so 
characterizes American society. Any substantial Government inter- 
vention will have effects and consequences that are not clear at 
this time. 

Gowmment funding would, without question, increase costs. But 
the effects on the social fabric would also De large. Family struc- 
ture and responsibility, community values, intergenerational trans- 
fers of assets— these and other societal ramifications need to be 
fully explored. 

Although long-term care needs are great, and the issues complex, 
that does not mean we should do nothing. We have studied the 
long-term care issues and plan a number of actions. We will be 
working with the private sector to educate the public about the 
nsks, costs and financing options available for long-term care, and 
we will encourage the private insurance sector to develop new long- 
term care coverage. 

We are, of course, well aware of the continuing interest of this 
Committee in improving and making more accessible long-term 
care for the elderly. Recognizing y mr legislative leadership in the 

S revision of chronic care, Mr. Chairman, as well as that of Senator 
latch and others, I share with both of you the sense of urgency 
about the pressing need for action. 
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This is why the President has instructed the Treasury Depart- 
ment to study proposals to encourage further the development of 
the private long-term care insurance market through legislation 
providing tax incentives for the purchase of such care by individ- 
uals or employers. 

I sincerely hope the Congress will address this most important 
issue. But I urge you not to jeopardize the Medicare catastrophic 
health insurance proposal bv burdening it with a long-term care 
benefit that Medicare, a health insurance program, is not designed 
to cover. 

Mr. Chairman, I would like to leave the Committee with a few 
final thoughts. Ever since the President brought the issue of cata- 
strophic protection into the national spotlight, the public has 
become increasingly aware of the gaps in private and public insur- 
ance coverage. Your hearing today should help spread the message 
even further. 

The value of this in itself cannot be overstated. Public demand is 
what fuels change and is what will drive improvements to current 
insurance pack^es. As any businessman or woman knows, a 
knowledgeable consumer is the best customer. 

This is a pluralistic society and we all have our own set of re- 
sponsibilities. The Federal Government need not do all or be all for 
all people. 

We each must do our part: the Federal Government by updating 
its programs to reflect longer lifespans and the increasing preva- 
lence of chronic diseases; the States, in providing protection against 
health care expenses for the low-income, disabled and retired; and 
individuals, in adopting healthier lifestyles and behaviors, avoiding 
the use of inappropriate or unnecessary services, and planning for 
their long-term care needs. 

And most impjortant, providers must learn to manage better 
health care services. Health care costs remain a major problem 
that threatens the Medicare trust funds. State and local treasuries, 
employers* ability to provide health benefits to employees and their 
annuitants, and makes health care largely unaffordable for individ- 
ual purchasers of services. 

Better management of medical services, particularly those in- 
volving complex illnesses resulting in catastrophic costs, means 
that more resources will be available for those who truly need 
them. 

We have an exciting challenge before us, Mr. Chairman, and I 
am delighted to be a part of that solution. Our Medicare Cata- 
strophic Illness Coverage Act is a carefully constructed, well- 
thought-out piece of legislation, and I hope Congress will give it fa- 
vorable consideration. 

I would be happy to respond to questions that you may have, sir. 

The Chairman. Thank you, Mr. Secretary, for a very forthcom- 
ing statement. 

We will try and run by a seven-minute rule, going back and 
forth, and see how well we can do, and I will ask the staff if they 
v/ould watch the time. 

Regarding your proposal for a $2,000 cap on the out-of-pocket li- 
abilities for Medicare covered services — we have to recognize that 
anyone sick enough to accumulate the $2,000 in liability for Medi- 
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care covered services probably has had substantial additional liabil- 
ity for uncovered services. Our figures indicate that of the elderly 
who incur catastrophic costs, more than 15 percent of income spent 
out-of-pocket for acute services' more than 8 out of 10 hit the cata- 
strophic level without ever reaching the $2,000 level in out-of- 
pocket expenditures. 

First of all, do you agree that those are about the figures? 

Secretary Bowen. Yes, I would agree those are about the figures. 

The CHAiRBfAN. So doesn't this suggest that we should be doing 
more to protect the low-income elderly, either by lowering the cata- 
strophic cap or by expanding Medicaid eligibility? 

Secretary Bowen. I suspect it depends entirely on the amount 
that can be afforded. Our plan does cover the costs that I think are 
the greatest threat to any catastrophic situation— the hospital bills 
and the doctor bills. And if you cover those and lessen that burden, 
then the burden for some of the other expenses that could be accu- 
mulated would be much less. 

The Chairman. Well, the point I was making is that if 8 out of 
10 elderly citizens are going to get to that catastrophic figure 
before spending $2,000— and many of those are going to be the low- 
income elderly— should we be thinking in terms of either lowering 
the cap from $2,000 or expanding Medicaid eligibility. 

We know what the earlier response is, and that is the issue of 
cost. Let us set that aside for just a moment. Wouldn't you recog- 
nize that, in a perfect world, we should either lower your level of 
$2,000 somewhat to try and reach what are the more realistic cata- 
strophic costs, or we should do something in terms of Medicaid cov- 
erage, particularly for the low-income elderly? 

Secretary Bowen. About 13 percent, I believe, of this group are 
now eligible for Medicaid, so that leaves another little gap from the 
percentage that you have stated. 

And yes, if you can throw the money question aside, the answer 
would have to be "yes." 

^ The Chairman. Let me ask about the problem that we have been 
facing regarding the ability of a spouse to continue a decent life- 
style when a husband or a wife is forced to go into a nursing home. 
Are you particularly troubled by this evolution of spousal bank- 
ruptcy, where wc see the lifetime loss not only for the individual 
who may be in the nursing home, but for the spouse also? In many 
instances, the well spouses must either sell their homes, or they 
are pauperized; it is rather a special problem for our seniors. And I 
am just wondering what comment you would make about it. 

Secretary Bowen. I think it is a trasedy when the spouse does 
have to pauperize himself or herself in order to have nursing home 
care for the spouse. That, however, is not part of our program. It 
deals more with the long-term care issue that we did address in our 
original study. Long-term care is under study now by the Treasury 
Department to see the impact of what we had recommended on the 
Federal budget. 

The Chairman. Well, we obviously will have to deal with the 
budget miphcations. I think both the House and Senate Budget 
Committees are U \dng a look at that item. I would hope we might 
be able to take some action on this. 
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One of the very serious additional burdens has been the problem 
with prescription drugs for our seniors. Anyone who meets in a 
room with elderly people and asks them to raise their hands about 
how many of them are paying, say, $50 a month or more, will find 
a high percent of them are spending that on prescription drugs. 

We know that prescription drugs are the biggest source of costs 
for services not covered by Medicare. Senator Thurmond and I in- 
troduced legislation a number of years ago to try and deal with this 
issue. 

I am just wondering whether you think there is some additional 
way we can deal with that very special need, if we can again con- 
form with our own budget process. That is a big "if, but do you 
realize some special concerns in paying for outpayment prescrip- 
tion drugs? I think this issue is particularly related to efforts to 
keep people in home settings, which saves resources in terms of ex- 
penditures under the existing programs. It may very well provide 
some important savings if we could reach out to them. 

What are your views about trying to do something additional 
with regard to prescription drugs? 

Secretary Bowen. The prescription drug expense is probably the 
third-largest expense that the individual might incur in any illness. 
Number one, of course, would be the hospital, and number two, 
perhaps, the physician, and then the drug problem. 

But again, if we can cover at least two ont of those three, which 
our plan does, thac relieves the beneficiary of that burden, and 
then the other burden does become much less. But if it is afford- 
able and doable, then it certainly would be desirable. 

The Chairman. My time is up. 

The Senator from Utah. 

Senator Hatch. Thank you, Mr. Chairman. 

Dr. Bowen, you are a family physician, and many of your fellow 
physicians have been telling me that they face every day patients 
who could be successfully treated outside of a medical institution or 
hospital by getting home care. And, that they could get the home 
care at a fraction of cost of what the institutional care is. 

So I have put a couple of illustrations up here on home health 
care savings. For instance, we had a patient with a spinal cord 
injury resulting in quadriplegia. Institutional care costs $23,862 per 
month, as represented by the green, and home care for the same 
person was only $13,931. So there was as savings of almost $10,000 
a month between institutional care and home care. 

Looking at the other one there, the $17,783 per month, that was 
a patient with a neurological disorder— and these figures are real; 
this happens millions of times, all the time — but yet, a neurological 
disorder and institutional care was $17,783 per month, compared 
with home health care costs of $196 per month—- or a savings of 
almost $18,000 per month. 

Now, the question is, if you were faced with a patient who could 
be treated at home, what would your recommendation be? And 
how do you answer your fellow physicians when they tell you that 
they could do this for a wide variety of patients and have a tremen- 
dous cost savings to the Government as well as the patients them- 
selves. 
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Secretary Bowen. I have always advocated that the individual 
should be treated in the least restrictive environment and of 
course, the one that is the most economical. The only question I 
would have here "will you get the same quality of care?'* If you get 
the same quality of care, then obviously the home care would be 
much, much more desirable. 

Senator Hatch. Well, in some ways, you may have a higher qual- 
ity, because they are in an environment that they understand and 
they feel at home in, and they are more psychologically and psychi- 
atrically secure. 

Secretary Bowen. Yes. 

Senator Hatch. You have to agree with that, don't you? 
Secretary Bowen. That is true. 

Senator Hatch. Okay. Well, as you can see, I believe that we can 
save a lot of money if we provide a system of home care as part of 
our overall health initiative. 

One of your programs supported through the Healtli Care Fi- 
nancing Committee was called Project Open. That reported savings 
of $138 per participant per month as a result of its long-term 
health care delivery services. 

Now, I understand that you are awaiting evaluation of that pro- 
gram. Dr. Bowen. 

Secretary Bowen. Right. 

Senator Hatch. And will you let us know when that evaluation 
is ready, because we would like to see it. I would like to have what 
your opinion is, because it seems to me a savings of $138 per partic- 
ipant per month is very impressive, especially in light of the fact 
that by a margin of nine to one, Americans do prefer home care 
over institutional care. 

Secretary Bowen. We will provide it for the record when the 
study is completed. 

Senator Hatch. There have been some people who have criticized 
your catastrophic health proposal, primarily because it will only 
help a small number of current Medicare beneficiaries. 

Now, in your best estimate, what are those numbers? Are they 
primarily elderly, or Medicare-disabled, or the ESRD population? 

Secretary Bowen. It is a combination of all those you just men- 
tioned. There are about 90,000 of the ESRD population who would 
benefit. 

Senator Hatch. That is the End-Stage Renal Disease program. 

Secretary Bowen. That is right; they would benefit. There are 
about 3 million disabled, and about 28 million aged who would pay 
the premium. And I think all of them would have a great deal 
more peace of mind knowing that their life savings would not be 
wiped out as a result of catastrophic illiness. 

Senator Hatch. A recent GAG study concerning Medigap policies 
concluded that the minimum standards for supplemental Medigap 
policies are being mt- or exceeded; further, about 75 percent of all 
elderly have Medigap policies. 

Now, would you mind addressing the charges that your proposal 
merely displaces existing private insurance for the elderly and 
opens the door to enormous deficits in the Medicare Program? 

Secretary Bowen. It is my feeling that the Medigap or insurance 
industry would not be "destroyed'' or totally replaced as some have 
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charged. As I have mentioned, insurers would probably have to 
sharpen their pencils and rewrite some of their policies, but there 
is still a vast market there. The market would be, of course, for the 
$2,t!0 cap and for the things that Medicare does not presently 
cover. And with all of the publicity and the educational value that 
these debates have brought about, it certainly seems to me that it 
would open wide the gates for long-term care insurance. 

Senator Hatch. Well, thank you. I am concerned about the ad- 
ministration of the Medicare home care benefit recommendation by 
HCFA. Senator Kennedy and I are writing to you, asking that you 
review the denial procedures for home care benefits. The denial 
rate has increased from 1.2 percent in 1983 to 6 percent in 1986, 
and I have learned from constituents that these policies are hurt- 
ing both providers and beneficiaries. 

So would you please review this and report back to us what can 
be done to reverse that particular trend, if you would? 

Secretary Bowen. I am also aware of the concerns that you have 
raised, and yes, we shall report back to you. 

Senator Hatch. Thank you. 

Mr. Chairman, I know my time is up. Let me at this time ask 
permission to put a statement by the National Assc*ciation of Home 
care into the record. 

The Chairman. It will be so included. 

[The prepared statement of the National Association for Home 
care follows:] 
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The National Association for Home Care (NAHC) is the largest 
professional organization representing the interests of home health 
agencies> homemaker-home health aide organizations and hospices, with 
approximately 5,000 member organizations. NAHC is committed to 
assuring the availability of humane, cost-effective, high quality home 
care services to all who require them. 

We are especially interested in the issue of catastrophic health 
insurance, because the majority of the patients we serve are the frail 
elderly who are most in need of Hnancial protection to guard against the 
need to impoverish themselves to obtain necessary health care. 
Unfortunately, the major proposals for catastrophic coverage currently 
under discussion focus on acute care, and do not address health 
problems outside the hospital, such as the need for care now mostly met 
in nursing homes. Nor do they address the type of services most 
elderly Americans desire as an alternative to nursing home care, that is, 
care in their own homes. The fundamental health care need of elderly 
Americans is not coverage of costly "catastrophic" acute illnesses, but 
rather the coverage of the far more costly care needed for chronic 
conditions. According to the Senate Special Committee on Aging, under 
the major proposals currently being discussed, 8 out of every 10 dollars 
spent on catastrophic illnesses next year would not be covered. Less 
than three percent of all Medicare beneficiaries would be aided by 
these proposals. Any serious catastrophic health insurance proposal 
must protect the elderly against the cost of long term care, and must 
include home health care as the first choice for provision of that care 
when it is medically appropriate. 

The current Medicare home health benefit is a limited one. It covers 
only acute services needed on an "intermittent" basis, that is, daily 
visits for a two to three week period, and thereafter upon a showing of 
exceptional circumstances. To be eligible for home health care under 
Medicare, a person must be confined to his or her residence (essentially 
homebound), be under the care of a physician, and need part-time or 
intermittent skilled nursing services (as opposed to daily 24 houf-a-day 
care) and/or physical or speech therapy. If these requirements are 
met, a person is eligible for the following services: skilled nursing 
service, physical therapy, speech therapy, occupational therapy, medical 
social work, and home heahh aide services. 
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L Congress should enact a meaningful catastrophic benefit 
with home health care as its main focus 

NAHC recommends that Congress enact a comprehensive catastrophic 
health insurance plan which includes improved coverage for both acute 
and chronic illnesses. 

A meaningful catastrophic home care benefit would require Medicare to 
pay for home care up to a maximum of what would otherwise be spent 
on the care of a patient in an institution, similar to coverage under the 
current Medicaid home and community-based care waivers. Such a 
plan would require case managers to determine alternative costs of care 
in settings and to coordinate Medicare services with other services 
provided in the community, such as adult day care. One example of 
suwh a program is the Nursing Home Without Walls program in New 
York, where the availability of a broad range of alterative services has 
not only maintained the frail elderly in their own homes, but has done 
so at an average of 50 percent of the costs that would otherwise be 
incurred for the patient in a nursing home. 

The Nursing Home Without Walls program coordinates and manages the 
delivery of all services to the patient, and the local department of social 
services monitors the patient's monthly care costs. In addition to 
regular Medicaid services, the program also offers medical social 
services, nutritional counseling* respiratory therapy, respite care, social 
day care, congregate/home delivered meals, moving assistance, housing 
improvement, home maintenance, social transportation, personal 
emergency response system, and case management. By statute, costs 
for the program may not exceed 75 percent of the average monthly cost 
of institutional care. As mentioned earlier, despite these additions in 
services, the program is saving an average of 50 percent of the costs 
that would otherwise be incurred for that patient in a skilled nursing 
facility or intermediate care facility. 

This is the type of Medicare home health benefit that would be a truly 
meaningful element of a catastrophic health insurance plan. 

A less sweeping benefit, which could be provided without the 
development of a case management system for Medicare, could be 
provided by covering a limited amount of personal care, for example, a 
specified number of hours of personal care per week to maintain 
functionally impaired individuds in their homes. This type of care 



42 



38 



would provide a respite for families to enable them to continue to take 
care of older or disabled family members in their homes. It would also 
provide scr\_ces to persons whose other needs can be met by family 
and neighbors where the caregivers may be reluctant or unable to 
provide such personal care services as bathing. These personal care 
services would supplement current community-based efforts, not 
replace them. Such assistance as part of the Medicare program could 
increase the situations in which these patients could remain in their 
homes rather than being placed in nursing homes. 

Financing for either of these enhanced home health coverages should 
be through mandatory participation spread over the lives of workers, 
similar to current Medicare Part A financing. Such a method would 
minimize the impact by distributing the financing over the largest 
possible number of individuals in a progressive manner. 

II* Congress should remedy problems with the current 
Medicare home health benefit 

While working on a meaningful home care benefit to include in 
catastrophic health care coverage. Congress should immediately take 
steps to remedy problems in the current Medicaie home health benefit 
which are limiting access to the benefit for many Medicare 
beneficiaries. 

Recent policies of the Health Care Financing Administration (HCFA) "to 
restrain beneficiary protections, combined with vague and confusing 
guidelines for providers, result in reduced access to home health care 
for Older Americans", according to a report by the Senate Special 
Conunittee on Aging. 

The report noted that although hospital discharges to home health have 
increased 37 percent since prospective payment for hospitals was 
implemented, the growth in home health services since then has slowed. 
A 1987 General Accounting Office survey of hospital discharge planners 
revealed that 86 percent "reported problems with home health care 
placements" for Medicare beneficiaries. 52 percent of those surveyed 
cited "Medicare program rules and regulations" as "the most important 
barrier" to these placements. It is no coincidence that HC?A*s own 
statistics show that the percentage of home health claims dcr.ied under 
the Medicare program lose from 1.2 percent in 1983 to over 6.0 percent 
in 1986. And this figure does not include the. many patients who are 
effectively denied Medicare coverage because home health agencies, 
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incapable of assuming the costs of non-covered care, avoid Medicare 
claims submissions. 

Intermittent rflt-g Requiremgnt 

As noted earlier, the present HCFA guidelines allow for daily visits for a 
two to three week period, and thereafter, visits may be continued upon 
a showing of exceptional circumstances. This level of services is often 
inadequate to care for more acutely ill patients who are being 
discharged from hospitals. 

In addition, definitions of what constitutes "intermittent care" vary 
tremendously, depending on the fiscal intermediary's (FI's) 
interpretation. As a result. Medicare, which is supposed to be a national 
program, is not enforced uniformly and what is covered for one 
beneficiary in one state is not covered in other state. 

A related practice, known as "selective billing." has served to further 
restrict home care coverage for Medicare beneficiaries. If patients are 
receiving coverage under Medicare, in many cases they capiiot receive 
additional coverage from Medicaid or any other payment source 
(private insurance, self-pay. Title XX. etc.). For example. i\' patient A is 
receiving 3 hours of nursing care and 2 hours of aide car<, for 3 days a 
week paid for by Medicaire. and he or his family wants an additional 2 
hours of nur5:ng care on the other 2 days which will be paid by 
concerned relatives. Medicare intermediaries will deny the Medicare 
coverage, claiming that the patient is exceeding the "intermittent care" 
requirenrient. This either will result in no care, lim'ted care, cr the 
forced institutionalization of an individual whose family cannot sustain 
him at home if Medicare refuses to pay its fair share. 

Homehmind Ri*niiirpnii>nt 

llie Medicare homebound guideline allows the patient to be con'-idered 
homebound if he has infrequent or -^hort duration absences from the 
home primarily for medical rrc -t or "occasional non-medical 
purposes" (e.g.. trip to barber, a r ^ around the block). 

The current definition in the guid iuterpreted in an inconsistent 

and varying manner by fiscal intermciaries. This is especially so in 
cases where beneficiaries are leaving their homes to go out for periodic 
adult day care, outpatient kidney dialysis, chemotherapy and other 
similar treatment. Even though the current guideline allows 
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beneficiaries to go out for medical reasons, some FIs severely limit 
frequency and others do not honor the medical reason exception at all. 
In situations where individuals leave their homes for either medical or 
non-medical reasons, individual FIs have their own interpretations as to 
what they consider frequent on infrequent, or whether they consider 
the patient homebound if he or she leaves home with the aid of an 
ambulance or other extraordinary assistance. 

Congress should: 

1* Enact a catastrophic health insurance plan with a meaningful 
home care benefit as its focus. That home care benefit 
should require Medicare to pay for home care up to a 
maximum of what would otherwise be spent on the care of a 
patient in an institution, similar to Medicaid home and 
community-based waivers. A less sweeping benefit which 
could be provided without the development of a case 
management system for Medicare, could be provided with 
Medicare covering a limited amount of personal care per 
week, to assist family and community caregivers in 
maintaining functionally disabled individuals in their homes. 

2. Clarify the definition of intermittent care to include one or 
more visits per day on a daily basis for up to 90 days and 
thereafter under exceptional circumstances. Daily care 
should be clarified to mean seven days per week. 

3. Clarify that a Medicare patient should be able to utilize 
additional payment sources without jeopardizing his 
Medicare benefit, as long as the care paid for by Medicare is 
medically reasonable and necessary. The use of other 
payors should not be relevant to determinations of Medicare 
coverage. 

4. Codify the cunent homebound guideline and clarify that an 
individual need not be totally dependent and bedridden to 
be considered homebound. 

We urge Congress to act on these issues to maintain the home health 
benefit "s an increasingly important element in the Medicare program, 
and to provide meaningful cat nrophic health coverage to an elderly 
population whose health and financial security are both a^ risk. 
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The Chairman. The Senator from Washington. 

Senator Adams. Thank you, Mr. Chairman. Your questions have 
covered most of my concerns. I have just one. On page 6 of your 
testimony, you indicate that you have based your $2,000 cap on a 
private employment-based group health analysis and that you ar- 
rived at $2,000. 

What I am concerned about. Dr. Bowen, is we now have a gen- 
eration coming on-line and moving rapidly through the economy 
that are not making the wages that the generation before did and 
do not have the health care packages. And therefore doesn't this 
program with the $2,000 cap fail to take into account in its basic 
prenaise the fact that we will have more and more low-income 
people that ^IH be impoverished by a $2,000 cap as this generation 
move through and does not have either the benefit package, which 
you have analyzed, or the wage level that they presently have? 

Secretary Bowen. I believe there may be a little confusion there 
with the under-age-65 group- 
Senator Adams. That are coming in. I mean, this is rotating, as 
we all know, and a moving target. And what I am concerned about 
IS the Chairman's question that a $2,000 cap, you press people into 
poverty before they ever reach it. And I am just indicating that I 
am hopeful that vou are in your study taking into account the fact 
of the changing demographics of the population that is going to be 
flowing mto the 65-year-old group that will not have had the pri- 
vate health benefit plans as part of collective bargaining, for exam- 
ple, nor the wage levels that the study is based on. 

Sm^tary Bowen. One of tne parte of our -^tudy for the under 
age-65 group is that we will be working with the States to attempt 
to get them to mandate that coverage be offered to the group that 
you are talking about who will eventually end up in the Medicare 
population. 

Senator Adams. So that the States would be requiring that there 
be health plans of some t3rpe to protect this group so that they 
would have a house or savings or the very things that the present 
generation is exhausting that this new generation may not have 
all. 

Secretary Bowen. Yes. We are aware that there are 30 million 
people below the age of 65 who have no insurance at all, and there 
are another- 10 million who have inadequate insurance. We have 
made a number of suggestions on which we want to work with the 
States, and one of them is to get coverage for those people who are 
uncovered in the employment group. 

The great mfyority of those are either self-employed or working 
for employers with only a very small number of employees, and 
>vhich do not have the advantages of some of the tax incentives 
that the larger companies do. Of course, to accomplish that will re- 
quire some change or legislation at the State level, or even the Fed- 
eral lev^l. 

We have also recommended that for motor vehicle registratioi 
for example, that there be a catastrophic clause in the insurant, 
program for motor vehicle accidents, so that the catastrophic ex- 
penses from those will be covered. 

One of the biggest causes of catastrophic coverage in the below- 
age-65 group is due to automobiles, motorcycles and so forth. 
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We have also recommended that States form risk pools for those 
who are medically uninsurable and that there be some guaranteed 
loan programs for the individual who, say, has a pound and a half 
baby in a neonatal care center for four months at $1,000 a day. 
That individual may not be able to pay immediately, but over a 
period of time he or she could. So some innovative programs such 
as that will help to reduce the uncompensated care and the cover- 
age for these individuals. 

Senator Adat^s. Mr. Chairman, I will not pursue it any further 
now, but I would be hopeful that the Secretary or his staff might 
submit to the Committee in writing the details that he just testi- 
fied about so that we have a picture of the demographics of this 
group. 

Thank you. 

The Chairman. Maybe we can sharpen that a little bit, because 
the owner-operator provisions are very important in terms of the 
tax l^islation, which works to discourage particularly the smaller 
businesses from getting coverage. We know that has been referred 
to — I have seen it in your earlier testimony — and I think that is 
something we would be very interested in. This issue obviously 
falls under the jurisdiction of the Finance Committee, but it relates 
to the coverage of smaller businesses. 

So I would also like to get your thinking about that and about 
the risk pools, because we have had legislation dealing with that 
There are more than 10 States that are experimenting with risk 
pools at the present time, and other legislation has been introduced 
dealing with this subject. Maybe we could inquire for the record 
some of your thinking on these areas. 

Secretary Bowen. We will supply that. 

Senator Hatch. Mr. Chairman, if I could just make one com- 
ment, I just want to make sure it is clear— you keep referring to 
the catastrophic payments of $5.60 per month as ^'optionaF'. As I 
understand it, it is only optional if the elderly person opts out of 
Part B of the Medicare Program. I think that needs to be clarified. 

Secretary Bowen. The part B program, of course, by law is op- 
tional, but about 97 or 98 percent of the beneficiaries do take it be- 
cause it is a real bargain 

Senator Hatch. Sure. But it really is mandatory to pay the $5.60 
unless you opt out of Part B. 

Secretary Bowen. Yes, that is right. 

Senator Hatch. So it is not really an option. 

Secretary Bowen. You are right, yes. It is an option only insofar 
as part B is an option, but admittedly again, 97 or 98 percent take 
part B. 

Senator Hatch. So what we are saying is that the Medicare el- 
derly are going to have to pay that in order to have this type of 
coverage, $5.60 per month. 

Secretary Bowen. Yes, you are right 

The Chairman. The Senator from Indiana? 

Senator Quayle. I yield to Senator Thurmond. 

Senator TSiurmond. Thank you, Mr. Chairman. 

Mr. Secretary, we want to welcome you here, and I want to com- 
mend you for the fine job you are doing. 
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I want to ask you this. Congressman Pepper testified this morn- 
ing about a couple of cases, one of Alzheimer's Disease, in which it 
exhausted the family's finances, and another was a liver trans- 
plant. Would this program cover either of those? 

Secretary Bo wen. Alzheimer's disease is a chronic disease that 
would be covered more by a long-term care-type of catastrophic 
coverage, which our particular bill does not address. 

The liver transplant in adults is not covered by Medicare because 
it is still considered as an experimental type of treatment. It is cov- 
ered for infants in what we call the biliary atresia, because it is not 
experimental there anymore. But in adults, it is experimental, and 
has some questionable results. 

Senator Thurmond. I guess the liver transplant would not be in- 
cluded on account of the excessive costs of it? 

Secretary Bowen. Excess costs, and because the conditions which 
destroy the liva- oftentimes are such that a liver transplant would 
not be curative For example, cancer of the liver would not be an 
effective means of treatment to have a liver transplant. 

Senator Thurmond. Should there be any other program to cover 
such as that, or do you feel this is about as far as we can go at this 
time? 

Secretary Bowen. At this time, I think that that is as far as we 
can ffo, but I will say that the Health Care Financing Administra- 
tion [HCFA] has this under study constantly. 

There are other transplants which will be coming on soon. For ex- 
ample pancreatic transplants, which are still experimental, but 
have high hope of success. 

Senator Thurmond. This is not exactly on the subject, but just 
what progress is being made with regard to a cure for Alzheimer's 
Disease? 

Secretary Bowen. There is great progress being made as far as 
finding the cause and potential treatment, but I would say it would 
be years off before there are great strides in reducing the amount 
of Alzheimer's. 

Senator Thurmond. So fa^ there has not been found a cause of 
the disease up to now? 

Secretary Bowen. Not an absolute cause, but they are getting 
close to the cause. 

Senator Thurmond. Tha-.k you very much. 

The Chairman. Just on this point, I will just take a moment. 
With regard to question about when treatment ceases to be experi- 
mental, it seems to me that those liver transplants have ceased 
being experimental. That is an administrative decision that is 
made by HCFA. But I just wonder, in following up on the Senator's 
question, if a person would qualify for Medicare, and if those liver 
transplants are continuing to be performed, then it is nonexperi- 
mental, and I think that it ought to be covered. I know there may 
be some difference of opinion on this question, but you are finding 
out with new technologies, moving along, that things go from ex- 
perimental to nonexperimental. 

Secretary Bowen. Right. 

The Chairman. And I think that when treatments cease to be 
experimental in the true sense, then they ought to be covered. That 
was what was intended in the law. 
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Secretary Bowen. When they cease to be experimental, they will 
be covered in the same way we advocated coverage for heart trans- 
plants. 

The Chairman. Well, do you think, really, the liver transplants 
are still experimental? 

Secretary Bowen. In adults, yes. And this is not a decision made 
totally by HCFA or HHS. We have specialists in transplant who 
give advice on this. 

The Chairman. The Senator from Maryland. 

Senator Mikulski. Thank you, Mr. Chairman. 

Dr. Bowen, it is a pleasure to welcome you here with your 
unique experience of both being a family practitioner and a Gover- 
nor. I think you are to be congratulated for giving visibility to the 
issue of catastrophic care and generating discussion on the wide 
range of catastrophic illness from acute care to transitional care to 
long-term care. 

In the area of improving the acute care package— and I know 
that is the focus of the Administration— the AARP later on today 
will be testifying their recommendations to improve the package 
that you are recommending to us. I would really like you to take a 
look at the AARP recommendations. I support these recommenda- 
tions and wonder then as we fashion the legislative framework if 
you could support these. 

They range from a one-hospital deductible per year and elimina- 
tion of hospital coinsurance. 

I think your proposal is a good starting point, and I would like to 
see some improvements in doing that. Do you think there is the 
possibility for some flexibility and elasticity in this? 

Secretary Bowen. As I have stated many times, I am a little 
prejudiced toward our particular study, because we spent so much 
time on it I also admit that there are a lot of alterations which 
could be made and still meet our general aims. If you increase the 
coverage, lower the number of deductibles, or lower the $2,000 
limit, then the premium is going to have to go up accordingly. We 
chose the $2,000 cap and the low premium because we thought it was 
probably the moz^ reasonable and practical balance. 

Senator Mikulski. AARP will be presenting about six sugges- 
tions later on, and I would really welcome you taking them back to 
your shop to review and then see if there are those where we could 
strike a reasonable balance between coverage and premium. 

Secretary Bowen. We will be glad to do that when we see them. 

Senator Mikulski. I would also, if I could, take the opportunity 
to return to the conversation about spousal impoverishment. It is 
an issue in which I have very keen interest, since I am the sponsor 
of the one of the bills pending before the United States Senate. 

In your analysis dealing with catastrophic care, have you done 
studies on the impact of our current long-term care policies? In 
other words, do you have any studies on how many people are actu- 
ally affected by spousal impoverishment; the number of people, 
particularly women, that have to turn to SSI because they have 
lost their income and their Social Security benefits were below the 
poverty line? Have you had a chance to do any work on that? 

Secretary Bov/en. Not to my knowledge, but I will make an in- 
quiry, and if there have been any sturtie.-;, we will submit them to 
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you. but there are about 1.4 oi 1.5 million in nursing homes at the 
present time, and we know there are about 500,000 per year who 
spend down to Medicaid levels, so you could almost judge by those 
two figures that a considerable percentage of them would have 
some spousal poverty. 

Senator Mikui^ki. I know what the numbers are, but I want you 
to know what the numbers are and feel a sense of urgency in 
moving on our l^islation. We know that, as you have indicated on 
page 9 of your testimony, that you intend to do an e-itensive plan 
on the long-term care issue. 

Secretary Bowen. Right. 

Senator Mikui^ki. And we know it is extremely complex. But the 
most acute human need right now is the problem of spousal impov- 
erishment. And we feel that this is the session, along with your cat- 
astrophic care, to be able to do something about it. 

Secretary Bowen. It would be desirable. 

Senator MiKULSKi. Which also takes me to another point, which I 
do not think would cost much money but would be improved in 
management. I know that people like yourself and myself believe 
in self-help, self-reliance and planning. Very often what I find from 
my constituents is that when catastrophic illness strikes, in long- 
term care or in acute care, they will say to me, '^Senator, I did not 
knoxr that Medicare did not cover this. Senator, I did not know 
that Medicare did not cover long-term care." I am sure you are fa- 
miliar with that from your own community involvement. 

What could be done at the Social Security Administration to 
counsel people when they apply for Social Security to advise them 
on what Medicare covers, what Medicare does not cover? 

Mr. Secretary, when I was a Congresswoman, I held a series of 
town hali meetings just to brief my constituents on this. I had sev- 
eral hundred people once come ou^ -n a snowstorm just to get clar- 
ity on this issue. 

Could you tell me what plans you have within your own Admin- 
istration for really telling people, really teaching people, what is 
covered and where they have to seek, perhaps, private insurance 
initiatives? 

Secretary Bowen. It is my understanding that about two out of 
three people of Medicare age do not understand what is covered 
and what is not covered. This is in spite of the fact that we do 
present each one with a Medicare booklet when they first get their 
Social Security coverage that does tell what is covered and what is 
not covered. 

We have taken several steps. For example, in my once-a-week, 
one-minute radio spots, I have covered that particular subject and 
will do more. We also are planning to put a stuffer in each of the 
envelopes that contain the check each month, sometime in the rea- 
sonably near future, explaining the benefits. 

We are also working with the American Association of Retired 
persons [AARP] and other organizations to try to get adequate pub- 
licity about what Medicare covers and what it does not. So we are 
taking many steps to try to correct that situation. 

Senator Mikui^ki. Thank you. 

Mr. Chairman, let me just conclude by bringing to the Commit- 
tee's attention a recent study done by our own Office of Technology 
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Assessment that indicates that Alzheimer's patients are victimized 
twice. In a recent document called "Losing a Million Minds", they 
tell us that Federal policies have not been designed to reinforce 
family and community supports. They talk about how families are 
bounced around from agency to agency, that often the nursing 
home costs of Alzheimer's constitutes over $40 billion a years, with 
$4 billion picked up by the States, $4 billion by the nursing home 
care under Medicaid, and then the other $32 billion by families of 
Alzheimer's. And I think that indicates the urgency of really 
taking a look at long-term care as our next phase in this acti\'ity. 

The Chairman. I am delighted that Senator Mikulski mentioned 
that report. It was issued yesterday by the OTA, and it is about the 
most comprehensive review, as a result of a three-year study on 
Alzheimer's Disease, that we have had. And if we look at the 
impact of dementia on the senior population of our country where, 
by the year 2000, that report concludes that one out of three sen« 
iore will be affected by it, and look at it not only from a health 
point of view, but what is going to happen in terms of a human 
tragedy point of view— without even considering the potential fi- 
nancial costs— then we had better start thinking abnout what our 
national priorities are going to be if we are really going to be a 
decent and humane society. Just in that area alone, the flow lines 
are absolutely mind-boggling in terms of the impact it is going to 
have on families, on local communities and on State and Federal 
budgets. 

The Senator from Indiana. 

Senator Quayle. I yield to the Senator from New Hampshire. He 
has been here for a while— and then I will come back and follow 
up. 

Senator Humphrey. Thank you. I thank my colleague. 

I was not prepared for such courtesy. I have lost my questions 
under a pile of paper here. 

The Chairman. Well, once in a while we see that over on that 
side of the aisle. 

Senator Humphrey. They are great questions if I can just find 
them. 

Okay. Mr. Secretary, your Chief of Staff, Mr. Burke, was quoted 
on the Federal Page of the Washington Post on Monday, saying if 
he was properly quoted, "We are proposing to do it through Medi- 
care because economies of scale and marginal cost pricing for Medi- 
care make it prudent and cost-effective for the Federal Govern- 
ment to provide this added protection." 

Now, I would like to have some clarification of the analysis of 
providing this added insurance through the Federal Government. I 
would like to know just on what basis Mr. Burke comes to make 
that statement. I assume that is the opinion, the position, of the 
Secretary as well, that there are certain economies of scale and 
cost-effectiveness which make it attractive to offer this added cov- 
erage through the Federal Government, versus relying upon the 
private sector. So I would like to examine that contention. Maybe 
it is so, but I am a little skeptical, frankly. Let me ask you these 
questions in that regard. 
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Do the calculations on which that assumption rests include the 
full costs of such things as retirement benefits for the personnel 
who would administer that program? 

Mr. Burke. Let me first explain what I said and put it in con- 
text. By "marginal cost pricing" we are saying that while there are 
costs incurred in running the program now — we are still going to 
have the employees there and we i re still going to pay their retire- 
ment—there will be no significant add-on cost to the portion of the 
claim which will cover the catastrophic protection. 

Senator Humphrey. Can you answer my question? You do not 
anticipate having to hire any new personnel, then? 

Mr. Burke. We do not anticipate hiring any significant new 
number of personnel, no. In fact, most of Medicare's claim process- 
ing is done in the private sector, so any additional costs that will 
be incurred will be private sector costs, not public sector costs. We 
will work through private insurance carriers, who receive about $1 
billion a year to administer the program. The economies of scale argu- 
ment are simple— the larger the risk pool, the better the rate. And 
there are no medically uninsurable people now in Medicare. An- 
other merit to our proposal is that the elderly have confidence and 
trust in Medicare; they can identify with Social Security, and we 
are building on that. 

Senator Humphrey. Okay, all right. Try to keep your answers 
short, Mr. Burke. I do not have that much time. 

Well, then, are the costs of farming this out to the private sector 
factored into your position that the Federal Government is in a 
better position to offer this than the private sector? Are those costs 
included in that assumption? 

Mr. Burke. In the first year we estimate the administrative costs 
will be 10 cents per claim because of the initial start-up costs, and 
each subsequent year it will be about 5 cents per claim. 

Senator Humphrey. And the cost of the building space to the 
extent that that is devoted to this program, and the equipment, is 
that included in your analysis? 

Mr. Burke. Any additional equipment that is needed to process 
the extra claims is included in those figures. We do not anticipate 
constructing any new buildings. 

Senator Humphrey. You are saying that no new space will be 
needed in terms of construction or leasing? 

Mr. Burke. That is right. 

Senator Humphrey. And no significant amount of new equip- 
ment? 

Mr. Burke. No; I said there will be some additional equipment 
and that the cost will be amortized in the premium, and it will be 
10 cents the first year and 5 cents each subsequent year. 

Senator Humphrey. What about the costs of collecting program 
taxes and premiums, many of which are incurred by other Govern- 
ment agencies and departments? Did you include that in your cal- 
culation? 

Mr. Burke. I am not sure I understand your question. 

Senator Humphrey. I am not sure 1 do, either, so let us skip it. 
Staff, give me an example, will you? Do these include the costs of 
public and Congressional relations activities by Medicare and HHS, 
your calculations? 
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Mr. Burke. No. I was not aware there were any. 

Senator Humphrey. Well, you have been around long enough to 
know that there is going to be some element of that involved in 
this new program, or are you telling us you will get by on existing 
personnel? 

Mr. Burke. I am telling vou. Senator, that we have five fewer 
people working in our Legislative Office this year than we did last 
year. 

Senator Humphrey. And vou do not anticipate having to hire 
any more under this proposal. 

Mr. Burke. I do not anticipate hiring any more under this pro- 
posal. 

Senator Humphrey. Do your calculations take into account the 
fact that administrative costs for private companies include taxes 
they pay to the Federal Government, which of course, the Medicare 
Program does not pay? 

Mr. Burke. That is not a cost to the Federal Government. 

Senator Humphrey. I know. The Federal Government does not 
pay taxes. But the question is do your calculations take into consid- 
eration the fact that private companies include in their administra- 
tive costs taxes paid to the Government? 

Mr. Burke. I do not know how we could factor that in. 

Senator Humphrey. Well, if you are going to go around making 
the claim, Mr. Burke, that the Federal Government is better-posi- 
tioned because of economies of scale and marginal cost pricing as 
opposed to the private sector, then it seems to me you ought to 
factor in all of the real costs to the Federal Government in making 
your comparisons. Don't you agree with that? 

Mr. Burke. I think we have. Senator. 

Senator Humphrey. But vou seem to say you have not made an 
allowance for the taxes which private insurers pay which are a 
part of their administrative costs. You are comparing administra- 
tive costs, but you are not allowing for the taxes that the private 
insurers pay. 

Mr. Burke. There would sllll be taxes paid by the private insur- 
ers. The only way they would pay less is if they had a smaller 
volume of business. 

Senator Humphrey. But you miss my point. We are talking 
about cost comparisons. You are sajring the Federal Government is 
more efficient, aren't you? 

Mr. Burke. I am saying these are some costs that are already 
there, and we are paying only the marginal cost of adding on this 
benefit. There are not marketing expenses, there are no sales ex- 
penses. They are being put into part of a larger program. 

The Chairman. The Senator's time has just about expired. 

Senator Humphrey. I have a statement for the record, Mr. Chair- 
man. 

The Chairman. Fine. It will be included as part of the record. 

The Senator from Indiana. 

Senator Quayle. Thank you, Mr. Chairman. 

I welcome my good friend Governor Bowen and apologize to the 
Chair and to the Secretary for not being here, but I was in a 
Budget Committee meeting where they are trying to vote out a 
budget. 
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The Chairman. That is good. It has some important increases in 
allocations for health care, too. We are very grateful, and we are 
sure you supported that in the Budget Committee. [Laughter.] 

Senator Quayle. In case you are interested, my vote was "No". 

I would ask unanimous consent, Mr. Chairman, that my entire 
statement be included in the record. 

The Chairman. It will be so included. 

Senator Quayle. Listening to the debate very quickly here and 
reading the comments that have been made about the Administra- 
tion's proposal, you get attacked, Mr. Secretary, from the left be- 
cause it does not co' ^r enough of the general population, or long- 
term nursing home care. You also get attacked from the right for 
the fact that you are expanding Medicare and perhaps reversing 
some of the private sector initiatives in this area. 

I think what you have done is set us on a steady course of action 
where ^e can deal with a \ery, very significant problem in our 
country dealing with catastrophic health care coverage. 

We know that there are limitations. But I just want to congratu- 
late you on thinking this thing through, as you do all the time, and 
coming up with a piece of legislation that is a good beginning, and 
a beginning that I hope that this Committee and the Ways and 
Means and the Finance Committees look on as a beginning to dis- 
cuss this issue. 

I think we are going tc> have to enter into this area with a great 
deal of caution. I do not think it is something we can hurry up and 
do just overnight. I know a lot of people would like to do it quicker, 
and some may not want to do it at all; they just do not think we 
ought to get into this. 

I happen to share the course that you have laid out because I 
think it is a constructive one, and I hope that there will not be too 
many detours on it. 

I do have some concerns I would like to raise with you. One of 
the concerns is how do we ensure tha'i. there will not be a tendency 
of overutilization of services, that we will not encourage people to 
try to get into that category of catastrophic? Are there any mecha- 
nisms or devices that you have thought through on how we can 
perhaps try to prevent this tendency? 

Secretary Bowen. I think one of the biggest controls on the utili- 
zation factor would be the DRG program that is in effect now. 
There is no incentive to remain in the hospital for any longer time 
than it takes just for the essential care to get the maximum 
amount of treatment. There is always a danger of increased utiliza- 
tion when you have iomething being paid for that previously was 
not covered. But, I do not believe that that is going to be the big 
problem, simply because of the system that is in effect right now. 

Senator Quayle. So in other words, you feel its DRG prospective 
payment system is enough of a tool to deal with this potential prob- 
lem of overutilization. 

Secretary Bowen. I think that would be one of the deterrents, 
and of course, the private physician is also one of the means where- 
by overutilization would not occur. In spite of some of the criti- 
cisms, I think that most of the physicians do not desire to overhos- 
pitalize and overutilize, and would prefer office visitation rather 
than hospitalization. 
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Senator Quayle. A second concern that I have deals with how 
will we go about educating and informing our senior citizen com- 
munity on how they will, in fact, convert their Medigap policies to 
mesh with this plan. I have had people that have told me and 
members of my staff that it is very difficult to establish an under- 
standing of how this is going to work. 

As we begin to pass this proposal, are there any plans from an 
educational or an informational point of view that HHS intends to 
implement so these people will be able to have this information? It 
is not reallv an easy thing, and unless you have, perhaps, a 
member of the family that is very astute in dealing with health in- 
surrnce it could be difficult for many people out there who are 
trying to mesh their Medigap policies with this plan. 

Secretary Bowen. One of the best methods for doing this will be 
our efforts to work with the senior citizens' organizations through 
their publications and through their organization people in order 
to get the information to them. We also will have a stuffer that 
goes into the envelope which contains their monthly check, which 
will explain the process and explain what Medicare and Medigap 
covers and what it does not cover. Also, we will be taking every 
other means to explain the choices that they have, and I have a 
little weekly radio program that I can use. We also put out pam- 

{)hlets, and also in our remarks that we make and in our news re- 
eases, we can publicize those choices that are available to them. 

Senator Quayle. I just think you will find out— and it sor. of 
goes back to Senator Mikulski's analogy to say what, in fact, T ai- 
care does and does not cover— when we get into some of the ^.^acti- 
cal effects of this, I just can foresee there is going to be a prob- 
lem—not anything that is insurmountable. There must be a very 
clearly-defined program in making sure that information gets 
there. 

Mr, Chairman, I see the second bells have rung for our vote. 
Again, I just want to urge this Committee that what Secretary 
Bowen has laid forth is something that is not only acceptable, it is 
something we ought to do. I woulii just remind our colleagues, 
though perhaps there are a lot of other things we would like to add 
to it, there are certain restraints as we plow into some new terri- 
tory. We are going to have to continue to remind ourselves of this. 
^ Also, I do not know whether I will be able to get back, but Louise 
Crooks, who is the incoming president of AARP, is also a Hoosier. 
So you have got me, Bowen and Crooks. I do not know who else you 
have from Massachusetts 

The Chairman. I think we can count on two out of three sup- 
porting this legislation; I am not sure about the third. 

Senator Quayle. We will see. Thank you very much, Mr. Chair- 
man. 

The Chairman. We want to thank you very much. We will 
submit some other questions. Thank you very much for coming. We 
will be working with you. 

Senator Adams will be here momentarily and we will continue 
with Madge Takahashi and Cleo Bowyer, from Salt Lake City. 

We will recess now. 

[Short recess.] 

Senator Adams [presiding]. The Committee will come to order. 
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The Chairman and I are both extremely interested in all of your 
testimony. There are back-to-back votes occurring on the Floor, and 
that is the reason that I left early and that he has moved over to 
vote now. 

Because of the number of witnesses we have, we want to, if possi- 
ble, invoke the five-minute rule. We do not want to cut anyone off, 
and we are very grateful that you are here today. So your state- 
ments in full will appear in the record and will be a part of the 
record. 

If you wish to summarize them or to read them, whichever you 
wish is at your pleasure. We welcome both of you here today. We 
are very grateful that you would come and spend the time. This is 
the next panel. 

Mrs. Takahashi, if you would be kind enough to start, and then 
Mrs. Bowyer, if you would proceed after that. Senator Hatch will 
be back in a few minutes, also. 

So, Mrs. Takahashi, if you would please start. 

STATEMENT OF MADGE TAKAHASHI, BEN-LOMOND, CA, AND 
CLEO BOWYER, SALT LAKE CITY, UT 

Mrs. Takahashi. Senator Adams and Members of the Committee, 
my name is Madge Takahashi. 

I would first like to start with a few adjectives that describe the 
situation that my parents are in and also many, many other people 
across the country. 

Loss of dignity, pride, and self-worth, and a great deal of fear. 

I am here today on behalf of my parents, who are both too ill to 
travel, to speak with you about the devastating effects of a cata- 
strophic illness. As my parents' primary caregiver and their only 
child, I have experienced first-hand what catastrophic illness and 
the resulting medical bills can do to a family. 

My parents, who are now in their eighties, are what you and the 
other members of the Committee would consider to be "model citi- 
zens." My father worked until he reached retirement age, first as a 
jeweler, then for a small lamp company. Both my parents believed 
in being financially independent. They worked hard, paid their 
bills on time and raised a family and managed to set aside a buo- 
stantial savings to carry them through their retirement years. 

Like many Americans, my parents planned to spend their retire- 
ment debt-free and financially secure. Jnfortunately, my parents' 
retirement plan was drastically altered as a result of a catastrophic 
illness. Now, instead of living in their own home, they share one 
room in a local retirement facility. Instead of being financially in- 
dependent and able to enjoy their retirement, they have been 
forced to deplete their e*itire savings to pay for the service not cov- 
ered by Medicare and rmst now depend entirely on Medicaid and 
SSI. 

They can no longer afford to take a vacation, buy new clothes, or 
even go out to dinner. For my parents and many other older Amer- 
icans, this is demoralizing. These are people who worked hard all 
their lives and never accepted charity. But now, because of an un- 
foreseen illness and the lack of any kind of catastrophic health 
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care coverage, they have been forced to become totally dependent 
on public welfare programs. 

My parents' case is an excellent example of why the creation of 
catastrophic health care coverage is so essential. In 1966, my 
mother suffered her first major heart attack. Since she had not yet 
reached retirement age, she did not qualify for Medicare. My 
father, who was nearing retirement age, continued to work so that 
his employee health insurance would cover some of the costs of my 
mother's care. In addition to my father's employment health insur- 
ance policy, he also carried a small private supplemental insurance 
policy. Unfortunately, neither policy covered the expense compo- 
nents of my mother s care, such as prescription drugs or capped 
out-of-pocket expense. This meant that my parents had to pay a 
substantial portion of my mother's medical expense. 

Over the course of the next few years, my mother's condition 
continued to worsen, and more of my parents' savings were used to 
cover the cost of her care. In 1978, my father also became ill and 
required open heart surgery. By this time my parents no longer 
had a supplemental insurance policy, and their savings had been 
completely depleted paying for the cost of my mother's care. 

Medicare covered a large portion of my father's inpatient care, 
but my parents could no longer afford the large out-of-pocket ex- 
pense and had no other choice but to apply for Medical, which is 
California's version of Medicaid. 

Senator, my father is a very proud man and initially refused to 
apply for Medical. He believed that he should be able to take care 
of himself and did not want to accept what he considered to be 
charity. It was extremely painful for both of my parents when they 
realized that thay could no longer afford to take care of themselves 
and they would have to depend on public assistance. Also, my 
father now has prostate cancer, and he has had quite a few surger- 
ies. 

It can be a very demoralizing experience for an elderly person to 
be on public assistance. Let me give you an example of what I 
mean. Shortly after my pprents qualified for Medical and SSI, they 
received a notice in the mail infoming them that their cemeteiy 
plots would have to be sold. It seemed that the plots were consid- 
ered to be assets, since they were parcels of land. My parents were 
warned that unless these assets were liquidated, the value of their 
land would be subtracted from their monthly SSI check. Fortunate- 
ly, a recent California statute prevented this from happening. 

A similar incident occurred over a life insurance policy which 
they had to trade in. 

I would like to emphasize ^^at my parents are grateful for Medi- 
cal and SSI. Without it, they would have absolutely no means of 
paying for their health care or surviving. It is unfortunate, howev- 
er, that because there is no comprehensive catastrophic health in- 
surance policy, people like my parents have to spend their entire 
life savings in order to have puolic assistance cover their medical 
exper eb. 

Senator, my parents' case is only one example of the need for 
comprehensive catastrophic care coverage. Expanding coverage for 
hospital stays is a beginning, but it is not enough. A catastrophic 
health care policy must provide some coverage for the real cata- 
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strophic expenses— prescription drugs, home care, and long-term 
care. My parents spent nearly $50,000 to cover this cost. 

If comprehensive catastrophic health insurance had been avail- 
able when my parents first became ill, their lives would be much 
fuller today. They would still be living in their own apartment, 
they would be able to pay for their daily chore service that they 
require, and they would be financially secure and less fearful of 
their future. Most of all, they would still maintain their dignity. 

Thank you very much for this opportunity to testify. 

Senator Adams. Thank you, Mrs. Takahashi. If you and Mrs. 
Bowyer will remain at the witness table, I will recess the hearing 
for 10 minutes, and then we will come back and Mrs. Bowyer, we 
will hear your testimony, and then we will proceed with the other 
me'nbers of the panel. 

So the Committee will stand in recess for 10 minutes. 

rSh< . t recess.] 

Senator Hatch [presiding]. I wonder if we could call the Commit- 
tee to order. I have been informed that Senator Adams will return, 
so I win take the testimony of our witness from Utah as well. 

Mrs. Bowyer, let us hear from you at this time. We welcome you 
here, we are happy to have you here, and we appreciate you help- 
ing us in this very interesting set of problems. 

Mrs. Bowyer. Thank you. 

Senators, ladies and gentlemen, I am Cleo Bowyer, a lifetime 
resident of Salt Lake City, Utah. I have spent most of my life as a 
wife and a mother. I never thought I would be discussing this prob- 
lem of home health care. I never dreamed that I would be involved 
with a catastrophic health problem. But I am. 

My husband is a victim of Alzheimer's Disease and for the past 
13 years, I have watched my husband disappear. My husband 
worked for the Department of Internal Revenue for 35 j^ears, and 
retired from Government service on December 31, 1974 at the age 
of 55. We were looking forward to travelling and ijnjoying his early 
retirement. We did not have a savings account, hut his re'' -^ment 
income was enough for us to make plans. Our children w ^ised 
and niarried; our home was paid for, so we were looking fo* id to 
spending time and money on ourselves. 

My husband's health was not bad, yet he was having some prob- 
lems. And it was m October 1975, after a careful physical examina- 
tion, that we learned he had Alzheimer's Disease. 

In the beginning, he tried to work a few little jobs, but his condi- 
tion worsened, and he was unable to continue. For the next 10 
years, I took care of all my husband's needs. Our children helped 
as they could. They were unable to cops with the emotional stress 
caused by the changes in their father's behavior. It was difficult for 
them to see this beloved father change into a person who did not 
recognize them and who is now unable to talk with them. 

My husband's behavior changed radically. He shouted and yelled 
while I was shaving him and brushing his teeth and doing the vari- 
ous personal grooming c le does. For the last 9 months that he was 
at home, I did have home health care through the Community 
Nursing Services. A male nurse came in once a week to bathe and 
to see to his other personal needs. It was a great help to me, and I 
could not have managed without that help. 
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When he became incontinent, the struggle to keep him clean and 
comfortable became an impossible task for me to do at home. In 
August 1984, we had to place my husband in a nursing home. 

Our four children help me when they can. We are a close family, 
and they give me lots of emotional support, and that helps me. But 
they have families and homes to care lor, and none is wealthy. 

Because our income is so high, I am ineligible for property tax 
abatement or other benefits which would ease the financial burden 
on me. The cost I am paying for my husband's care is not consid- 
ered in determining me eligible for any of these programs. Our 
income this year was about $28,000 from all sources; rent on a 
downstairs apartment. Government retirement. Social Security, a 
Veterans Administration disability pension, and the income I can 
earn from ode' jobs— this is almost completely consumed by the cost 
of my husbanas nursing home care and my mortgage payment of 
$718 a month. Since I do not know what kind of part-time work I 
will be getting this year, it is difficult for me to project what I will 
have on a ironthly basis. 

I am 68 years old, and my secretarial skills have not been used 
since I was married. Based on last year's income, it looks like I will 
have about $118 a month for other expenses. 

My husband worped for 35 years so that we would have a good 
pension and a comfortable retirement We did not realize that it 
could ever be like this. For the past 13 year., we have been able to 
manage, but as his illness progresses, I have seen my husband 
change from a loving person to an invalid who needs constant care. 
My husband's life is over, and it seems that I am experiencing a 
long, continuing funeral. 

The emotional drain of caring for him and watching him in the 
condition he is in is taking its toll upon me. Added to this is the 
strain of constantly being on the brink of financial disaster. If any- 
thing goes wrong with the house or with myself, there is absolutely 
no way I can manage. There is no help for me at all. 

I am pleased that the President and Congress have realized that 
the costs of a catastrophic health condition is unbearable, but the 
President's plan does not meet the need which I have experienced 
and which I have seen others dealing with. The real problem for 
senior citizens— the real issue which we fear— is how to meet the 
rising costs of nursing home care. 

I have told you itiit 1 have very little money to meet my own 
needs. But i am sufficiently concerned about this that I somehow 
find $38 a month for myself to pay for an insurance policy for nurs- 
ing home care. I know that no private policy will pay for the kind 
of expenses my husband is incurring. I feel that i must do some- 
thing to protect my children from what could happen to me. 

I also want to emphasize the importance of home health care. As 
I mentioned, I could not have continued fo; the last 9 months my 
husband was home without help from a nurse once a week. I also 
badly needed, but could not find, adequate respite care so that I 
could leave my husband and get away from the continuing 24-hour- 
a-day care more frequently. 
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My plea to you is that you expand the President's proposal to in- 
clude assistance from both nursing home and home health care. 
Thank you very much for your attention. 
Senator Hatch. Thank you very much, Mrs. Bowyer. 
[The prepared statement of Mrs. Bowyer follows:] 
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Senators, ladies and gentlemen* I am Cleo Bowyer, a 
lifetime resident of Salt Lake City, Utah* I have spent most of 
my life as a wife and mother* I never thought i would be 
discussing this problem of home health care* I never dreamed 
that I would be involved with a catastrophic health problem* But 
I am* 

My husband is a victim of Alzheimer *s disease and for the 
past 13 years I have watched my husband disappear* My husbancl 
worked for the Department of Internal Revenue for 35 years and 
retired from government service on December 31, 1974 at age 55, 
We were looking forward to traveling and enjoying his early 
retirement* We didn't have a savings account, but his retirement 
income was enough for us to make plans* Our children were raised 
and married; our home was paid for, so we were looking forward to 
spending time and money on ourselves* 

My husband's health was not bad, yet he was having some 
problem* It was in October 1975, after a careful physical 
examination, that we learned he had Alzheimer's disease* 

In the beginning he tried to work a few little jobs, but his 
condition worsened and he was unable to continue* For the next 
ten years I took care of all my husband's needs* Our children 
helped as they could* They were unable to cope with the 
emotional stress raused by the changes in their father's 
behavior* It was difficult for them to see this beloved father 
change into a person who didn't recognize them and who is now 
unable to talk with them* 

My husband's behavior changed radically* He shouted and 
yelled when I was shaving him, brushing his teeth, and doing the 
various personal grooming one does* For the last nine months 
that he was at home, I did have home-health care "ihrough 
Community Nursing Services* A male nurse came in once a week to 
bathe and see to his other personal needs* It was a great help 
to me* I could not have managed without that help* 

Wiien he became incontinent, the struggle to keep him clean 
and comfortable became an impossible task for me to do at home* 
In August, 1984 we had to place my husband in a nursing home* 

Because his civil service retirement income is over twenty 
thousands dollars a year, we are not eligible for various health 
care programs* when I realized the expense of his nursing home 
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care, I had to make sorae decisions. about income. I am 68 years 
old and my secretarial skills haverbeen used sine I was married. 
Also, my first priority is m/ husband - I go to the nursing home 
once a day to feed my husband his lunch. Therefore, I am not able 
to get a job which pays very mach. So, trying to add to my 
income, I made an apartment our of our downstairs area. My 
income from the apartment is $400 a montli. I have a $718 monthly 
payment to pay for the renovation. 

Our four children have family and home to care for and none 
is wealthy. They help me when thi^y can. He are a close family 
and they give me lots of er^tionsl support and that helps me. I 
believe that if we had been eligible for houe-health care, we 
would havemanaged without getting into the expense of building 
the apartment. It is a liability to me, now, and will be until I 
get it paid off. My personal income is not adequate for me to 
handle any home repairs. My roof has a leak and damaged the 
plaster in my bedroom. The house needs painting, as well. I 
have no money for this work. 

Because our income is so high, I am ineligible for property 
tax abatement or other benefits which would ease the financial 
burden on me. The cost I am paying for my >usband*s care is not 
considered in determining me eligible for any of these programs. 
Our income this year was $24,516 from the government retirement 
program. This breaks down to $1,746 dollars a month. I get $145 
from my Social Security (my husband's government job was no 
covered by Social Security). My husbsnd served in the Navy 
during World War II and receives $195 a month in disability 
payments from the Veterans* Administration. From this we 
realized a monthly income of $2,086 last year. I worked in the 
County Treasurer's office during tax time and earned about 
$1,192. I also worked in a clothing store and received about 
$950. So this year we had about $28,596 to live on. This gave 
me an average monthly income of $2,383 last year. 

My expenses for the nursing home last year was $17,288 and 
it is being increased by $1,200 annually; it will be $19,488 for 
1987. My monthly expenses for the nursing home this year will be 
$1,546 "^lus the monthly mortgage payment of $718 will mean that I 
pay out $2,264 a month without having paid the light bill, the 
heating bill, food, cloth^rg, or health care for myself. 

Since I do not know what kind of part-time work I will be 
getting this year, it is diJ-'icult for me to project what I will 
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have for a monthly income* based on last year's income, it looks 
like I will have about $118 per month for other exp^n^ss* 

My husband worked for 35 years so that we would have a good 
pension and a comfortable retirement* We did not realize that it 
could ever be like this. For the past 13 years we have been able 
to manage, but as his illness progresses, I have seen my husband 
change from a loving person to an invalid who needs constant 
care* My husband's life is over and it seems that Z am 
experiencing a long-continuing funeral* 

The emotional drain of caring for him and watching him in 
the condition he is in is taking its toll upon roe* Added to this 
is the strain of constantly being on the brink of financial 
disaster* If anything goes wrong with the house or with myself 
there is absolutely no way that I can manage* there is no help 
for me at all* I am pleased that the President and Congress has 
realized that the costs of a catastrophic health condition is 
unbearable, but the President's plan doee not meet the need wnich 
I have experienced and which I have seen others dealing with* 
The real problem for senior citizens - the real issue which we 
fear - is how to meet the rising costs of nursing home care* I 
have told you that I have very little money to meet my own needs* 
But I a>n sufficiently concerned about this that I somehow find 
$38 per month for myself to pay for an insurance policy for 
nursing home care. I know that no private policy will pay for 
the kind of expenses my husband is incurring; I feel that I must 
do something to protect my children from what is happening to me* 

I also want to emphasize the importance of home health care* 
As I mentioned, I could not have continued for the last nine 
months without help from a nurse once a week* I also badly6 
needed, but could not find, adequate respite care, so that I 
could leave my husband and get away from the constant 24 hours a 
day care more frequently* 

My plea to you is that you expanc the President's proposal 
to include assistc'uce for both nursing aome and home health care* 

Thank you very much for your attention* 
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Senator Hatch. Mr. Chairman, may I just ask a few questions? 

Senator Adams [presiding]. Certainly. Mrs. Bowyer, thank you, 
and Mrs. Takahashi. Senator Hatch has several questions. I want 
you to know that in my family, we have shared some of the experi- 
ences that you have had, and I think your testimony is very elo- 
quent, and we thank you for it. 

Mrs. Bowyer. Thank you. 

Senator Adams. Senator Hatch? 

Senator Hatch. Well, I certainly agree, Mr. Chairman. I think 
you have done this country a great service, coming back here and 
telling your story. 

As I understand it, your husband was first diagnosed as having 
Alzheimer's Disease about 13 years ago. 

Mrs. Bowyer. Yes. 

Senator Hatch. And you had to place him in the nursing home 
about three years ago. 
Mrs. Bowyer. Yes. 

Senator Hatch. I see. And the cost to you, as I understand it, 
that you actually have to pay every year comes to about $17,288 
per year. 

Mrs. Bowyer. That is right. 

Senator Hatch. That is $48 per day. And that is going to go up 
another $1,200 this year. 
Mrs. Bowyer. Right. 

Senator Hatch. So you are going to be up in the neighborhood of 
$18,600 per year that you have to pay. 
Mrs. Bowyer. Yes. 

Senator Hatch. Now, you mentioned insurance costs as a major 
component of your budget. Do you mean health insurance by that? 

Mrs. Bowyer. We have a policy from Blue Cross-Blue Shield, and 
the cost of that was $1,722 last year. 

Senator Hatch. So almost $1,800 a year for Blue Cross and Blue 
Shield. 

Mrs. Bowyer. Yes. 

Senator Hatch. I see. And you also have supplemental health in- 
surance, right? 

Mrs. Bowyer. Yes. I have the Medic?ire insurance with my Social 
Security. This $38 is the amount that I have paid out for a nursing 
home insurance policy for me. 

Senator Hatch. That is for you. 

Mrs. Bowyer. Yes. 

Senator Hatch. And you are over 65, so you are eligible for Med- 
icare. But do your supplemental Blue Cross policy plus Medicare 
cover your own medical needs? 

Mrs. Bowyer. Not completely. As an example, I am a borderline 
diabetic. I had a visit with the doctor last month that cost $38. 
Medicare paid $8, Blue Cross paid $20, and I paid the other $10. 
With having to pay that extra $10, it can add up. 

Senator Hatch. That can really throw you for a loop if you are 
not expecting to do that. 

Mrs. BoTVYER. Yes. On a tight budget, you just do not have 
enough money. 

Senator Hatch. Have you ever applied for Medicaid? 
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Mrs. BowYER. I have not applied, but I have investigated it, and I 
am not eligible. 

Senator Hatch. Does Medicare or Medicaid or any of your pri- 
vate insurance pay for any part of your husband's care in the nurs- 
ing home? 

Mrs. BowYER. None at all. 

Senator Hatch. Not one penny. 

Mrs. BowYER. Not a penny. 

Senator Hatch. So you are having to do all that by what money 
you have coming in. 

Mrs. BowYER. Right. 
^ Senator Hatch. As I understand it, you have a total a year of 

about $28,000 when you count your pension, your Social Security, 
and your husband's vete^'ans disability benefit; and then you work 
as well. 

Mrs. BowYER. Odd jobs, reasonable jobs. 

Senator Hatch. And the nursing home will be about $19,000 of 
that; your home mortgage is about $8,000 of that; so you are talk- 
ing about $^,000 of the $28,000 that basically go to support your 
husband in the nutting home and pay off the mortgage on your 
house. 

Mrs. BowYER. Right. 

Senator Hatch. That leaves you virtually nothing to get by on. 

Mrs. BowYER. There is not much left for the lights and the heat. 

Senator Hatch. Well, in fact, you said that you would only have 
about $118 per month next year for expenses not pertaining to 
your husband's nursing home care or your mortgage. But it looks 
to me like that $118 per month will be exceeded by your monthly 
cost of Blue Cross-Blue Shield; is that right, if you want to continue 
to maintain that for yourself? 

Mrs. BowYEB. That is correct. 

Senator Hatch. And then add to that the $38 per month that 
you have for your own nursing home policy that you have taken 
out on yourself. 

Mrs. BowYER. Yes. 

Senator Hatch. The question arises to me as to how do you pay 
your light bUl, how do you pay your heat bill, how do you pay for 
your food? 

Mrs. BowYER. Sometimes, I do not Sometimes, I do not pay all of 
the nursing home care. Sometimes, I cannot pay that full amount. 
^ Then it becomes a problem of catch-up. 1 get a seasonal job, I get 
extra work, in order to try and meet those payments and try to pay 
the nursing home. 

Senator Hatch. If you had your way, what would you have this 
Committee do to help you and others like you? 

Mrs. BowYER. I would have them expand the program so they 
V. , lid give us help on nursing homes and the home health care, if 
they could expand it to where we could get help on the nursing 
home so it would not be so devastating, and also to expand it for 
the home health care. As I said, I had nine months I kept him 
home, with the help of a nurse coming in. 

Senator Hatch. Well, I am in agreement with you. I think some- 
thing has to be done. We hope the bill that we filed will go a long 
way toward doing that. We have some of the best people in the 
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world testifying on home care before this hearing is over. And I am 
hopeful that we can do some tMngs in this area that will alleviate 
some of your frustration, your pain, and the expense that you have 
to incur. 

So we will do everything we can to try and resolve this, and I am 
hopeful that this Congress will come up with a good resolution. I 
think this Committee will, and I will do everything in my power to 
help you. 

Mrs. BowYER. Thank you. Senator. 

Senator Hatch. Thank you for being here. We really appreciate 
your testimony. 

Senator Adams. Mrs. Takahashi, is there anything that you 
would like to add, having heard the testimony of Mrs. Bowyer and 
the other witnesses? 

Mrs. Takahashi. Yes, I would. There was some mention here 
today about the way the Administration feels about family help, 
that the family could help in catastrophic illnesses. And I, being a 
daughter of parents who are catastrophically ill, I would love to be 
able to help my parents. But we do not have thousands and thou< 
sands of dollars extra to give my parents every . year. And if I help 
them a little, I have to help them secretly, because they would take 
them off Medicaid, because then they would get too much money. 

So it puts children in a bind, also, and you feel very guilty. We 
are put into a situation where if we do help chem, we are doing 
something illegal; if we do not help them, we are doing something 
immoral. 

Senator Hatch. Good point. 

Ser-tor Adams. Thank you, Mrs. Takahashi, thank you, Mrs. 
Bowyer, we appreciate the testimony of both of you very much. 

I would now like to call forward Panel 4: Jacob Clayman, Louise 
Crooks, Judith Feder, James Moorefield, and Philip Brickner. 

The Committee wants to welcome all of you here today. We ap- 
preciate very much your taking the time to be here. The Chair will 
state that we hope that the witnesses will summarize their state- 
ments, but your entire statement will be included in full in the 
record so that we will have that information. And if you can sum- 
marize, we would appreciate it, because that will leave more time 
for questions and for potential give and take in the panel. We 
regret that, as always, the Senate schedules are very pressed, and 
we appreciate your having been willing to come and to help us 
with this problem. The Committee wishes to move on this bill as 
promptly as possible. That is one reason we are moving through 
lunch and everything to complete the hearings. 

Mr. Clayman, why don't you start as the first witness? 
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STATEMENT OF JACOB CLAYMAN, PRESIDENT, NATIONAL COUN- 
CIL OF SENIOR CITIZENS, WASHINGTON, DC; LOUISE CROOKS, 
PRESIDENT-ELECT, AMERICAN ASSOCIATION OF RETIRED PER- 
SONS, WASHINGTON, DC; DR JUDITH FEDER, CO-DIRECTOR, 
CENTER FOR HEALTH POLICY STUDIES, GEORGETOWN UNI- 
VERSITY SCHOOL OF MEDICINE, WASHINGTON, DC; JAMES L. 
MOOREFIELD, PRESIDENT, HEi^LTH INSURANCE ASSOCIATION 
OF AMERICA, WASHINGTON, DC; AND DR, PHILIP BRICKNER. 
DIRECTOR, DEPARTMENT OF COMMUNITY MEDICINE, ST. VIN- 
CENT HOSPITAL AND MEDICAL CENTER OF NEW YORK, NEW 
YORK, NY 

Mr. Clayman. Mr. Chairman, I am traveling under a fraudulent 
disguise. I am not a "doctor", and so let the record show that I do 
not speak professionally as a doctor. 

Senator Adams. They put "doctor" instead of "J.D.", Jake, and I 
am sorry about that. 

Mr. Clayman. All right. Very good. 

I am pleased to be here on this important issue, and it is good 
that we have an airing of this problem. The two people who preced- 
ed us made the most eloquent case I have heard for a long time for 
our Government to get involved in the health care of its people. 
And the fact that we do not become more involved as I listen to 
these two almost makes me feel that we are immoral for our fail- 
ures, for our shortcomings, and indeed often for our indifference. 

Well, let me read my statement quickly, or a portion of it. 

Catastrophic costs look very different for the elderly than they 
do for the rest of the population. The elderly are faced with three 
types of catastrophic costs — costs associated with the need for long- 
term care, out-of-pocket costs associated with both covered and un- 
covered health services, but particularly associated with the high 
cost of prescription drugs, and catastrophic costs associated with 
long-term hospitalization where neither Medicaid nor Medgap offer 
protection. 

Unfortunately, the Administration's plan would not adequately 
address any of these crucial catastrophic health events faced by 
older Americans. The National Council of Senior Citizens has spe- 
cific suggestions to make on how we might provide coverage for 
each of these t3rpes of catastrophic costs. Although the long-term 
care issue presents financing problems which the Congress may not 
feel ready to address, there are concrete steps that can be taken to 
make long-term care more accessible and less catastrophic for the 
elderly. 

Specifically, the three-day prior hospitalization requirement for 
Medicare-covered skilled nursing care should be eliminated along 
with all Medicare SNF copa5rments, a remedy to the problem of 
spousal impoverishment which you have just heard so eloquently 
and sadly a few minutes ago, should be made an integral part of a 
catastrophic package. And the Medicare home health benefit 
should be more clearly defined. 

To address the need for first dollar coverage for the poor and 
near-poor. States should be required through the Medicaid program 
and possibly with an enhanced Federal match to cover Medicare 
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cost-sharing requirements and provide prescription drug coverage 
to all seniore below the Federal poverty line. 

We believe there is also ample justification for the inclusion of a 
prescription drug benefit for the Medicare population. These costs 
have risen dramatically, and there is little insurance protection 
available. 

Moreover, there would be some offsetting savings to a Medicare 
program by offering such coverage. A lower catastrophic cap would 
help us achieve the goal of increased coverage for out-of-pocket 
costs for the elderly. We recommend as well that excess physician 
charges and prescription drug costs also be included to cover the 
cap. 

These additional benefits should be paid for through a variety of 
mechan.-..as. Hospital payment rates under DRGs should be re- 
based, and the savings should be used to finance part of this pack- 
age. Tha-: is possible and achievable, in my judgment. 

State aiid local employees should be brought under Medicare 
using the resulting additional revenues to pay for this catastrophic 
coverage, and the elderly should contribute to benefit financing 
through a more progressive financing mechanism. 

For six years now, the window of opportunity to improve and hu- 
manize Medicare has been tightly closed. But we now sense a new 
mood in Congress. The window of opportunity is slightly ajaw We 
must not waste this precious chance to make some meanmgful 
ref-rm in our Medicare health system. Let us seize the moment. 
And when I say that, I fully c^^preciate that both the temporary 
Chairman and the permanent Chairman of this Committee will be 
wiiling to seize that moment, and that gives me hope, it gives us 
hope, and it should give these two people v/ho appe before you 
just a few minutes ago hope, also. 

[The prepared statement of Mr. Clayman follows:] 
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Thank you, Mr. Chairman, for holding this important hearing on 
catastrophic health care. You are certainly to be cosonended for 
your leadership In this extremely important issue and we look 
forward to working with you. 

Catastrophic health care coverage is a very important issue, 
but it is not a new one, as you well know. In the 20 years that we 
have been discussing catastrophic illnesses and how to pay for them, 
we have always ended up with another study which lasts for a year 
and then is forgotten. We are now faced with a window of 
opportunity to make genuine Improvements in Medicare, the likes of 
.which we have not seen for many years— and may not see for many 
more. 

Catastrophic costs generally look very different .or the 
elderly than they do for the rest of the population. The elderly 
face three types of catastro^ 'lie costs: costs associated with the 
need for long-term care; out-of-pocket costs associated with both 
covered and uncovered health services, but particularly with the 
high cost of prescription drugs for middle- and low-income people; 
and, catastrophic costs associated with long-term hospitalization 
where neither Medicaid nor Medigap offers protection. Unfortunately, 
the Administration's plan would not adequately address any of these 
crucial catastrophic health costs faced by older Americans. 
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One of the single greatest catastrophic events an older 
American can face, both emotionally and financially. Is being placed 
m a nursing home. Nursing home costs average $22,000 per year. 
Altogether, the elderly. In 1986, spent out of their own pocJcets 
$37.3 billion on health care, $16 billion of which was spent on 
nursing homes alone. In this way, 1,6 million of the nation's 
elderly cpent $16 billion — fully one-half of the nation's total 
nursing home bill— out of their own pockets. 

This Is an enormous burden that the elderly and their families 
are forced to shoulder themselves. While most of the elderly think 
the Medicare program or their Medlgap policies will help with these 
costs, this couldn't be much farther from the truth. Medicare 
expenditures for care In skilled nursing facilities equal only two 
percent of total national nursing home expenditures, and only one 
percent of the total Medicare budget. Similarly, private Insurance 
covers only one percent of the nation's nursing home bill. The grim 
reality that many elderly are forced to face Is that protection from 
these tremendous costs does not exist until they have spent 
themselves Into poverty. 

In our opinion, continuing reliance on a public policy that 
withholds health care protection until and unless hard-working 
citizens pauperize themselves Is not something In which we can take 
pride. Clearly, faced with the problem in both financial and human 
costs, we need to find a more rational, well-coordinated approach to 
covering the catastrophic health care costs associated with the need 
for long-term care. 

The National Council of Senior Citizens understands the 
realities of Gramm-Rudman-Hollings and the chilling effect the 
Federal deficit has on good public policy generally, and good health 
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care oolicy specifically, and so we realize that comprehensive 
coverage of long-term care costs within a public health program may 
not occur as soon as ve would like. Intermediate steps can be taken 
in this area, however, and other very serious catastrophic costs 
faced by the elderly certainly can emd should be included in a 
catastrophic package that aims to provide useful protections for the 
elderly. 

Besides the obvious and tremendous costs of long-term care. 
Medicare co.<t-8haring and out-of-pocket costs, especially for 
prescription drugs, are catastrophic for many older Americans. The 
elderly today spend the same proportion of their incomes on health 
care as they did before Medicare and Medicaid were created in 1965. 
In 1984, average out-of-pocket health care costs for the elderly 
accounted for 15 percent of their incomes, the same level that 
existed before Medicare was enacted. Not including nursing home and 
oth^r long-term care expenses, the average annual out-of-pocket 
health expenses for ? elderlv reached $1,055 in 1984, more than 
three times the average amount ($310) spent by ovher Amiricans. 

The elderly are financially liable, under the Medicare program, 
for many out-of-pocket costs associated with Medicare covered 
services, including premiums, co-insurance charges, deductibles and 
costs above the Medicare "reasonable" charge limit. These costs 
have soared in recent years, leaving the beneficiaries with ever- 
heavier financial burdens to bear. The Part A hospital deductible, 
for example, increased by 155 percent in the past six years, from 
$204 in 1981 to $520 in 1987— an increase five times as great as the 
overall rate of inflation. The annual Part B premium for physician 
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and other costs ^las Increased by 86.5 peiTcenc in six years, from 
$115.20 in 1981 to $21t.80 in 1987, and out-of-pocket costs for 
physician charges above the Medicare "reasonetble" charge linit 
increased 286 percent, since 1977, to $2.7 billion a year. 

In addition to these costs for covered services, the elderly 
paid $7 billion out of pocket in 1981 for many vital health care 
needs not covered by Medicare, ii^cluding prescription drugs, 
eyeglasses, hearing aids, dental ceure and physical examinations. 
For 75 percent of the elderly population, prescription drugs 
represent the largest out-of-pocket expenses they will face. Many 
elderly individuals take four to five drugs a day and, on average, 
fill at least 12 prescriptions every year. In fact, while people 
over age 65 represent only 12 percent of the population, they take 
30 percent of all prescription drugs used in this cotintry. 
Onfortunately, unlike most other health care costs, prescription 
dreg costs are not covered by private health insurance or by 
Medicare out of the hospital. Medicaid will only cover the costs of 
prescription drugs for the indigent, or about six percent of the 
elder ly*s total drug expenditures. Only 20 percent of the elderly 
fall into one of these categories, leaving the remaining 80 percent 
to pay for these drugs out of their own pockets. 

These costs are far from insignificant. The eldwrly's drug 
bill amounts to over $6 billion annually. Payments for drugs 
repracsnt 20 percent of the elderly* s total out-of-pocket health 
care costs and average $340 per person per year. 

The extraordinarily high rate of inflation, and high rates of 
profit, in the prescription drug industry, are, in large part, 
accountable for the increased financial burden borne by the elderly 
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in trying to pay for these costs. Last year, while medical care 
costs overall rose 7.7 percent, seven times as fast as the CPI, 
prices for prescription drugs outpaced all other medical costs by 
rising nine percent. Tranquilizers and sedatives, which are often 
prescribed for older people, posted the biggest price increase of 
13.2 percent. At the same time, pharmaceutical corporations , in 
1984, enjoyed profits of 13.2 cents on the dollar, compared to 4.6 
cents for all manufacturers, in fact, profits in this industry have 
traditionally outpaced the average profit for all other industries 
by two and even three times. 

Por elderly people not eligible f-r Medicaid, but too poor to 
purchase a Medigap policy, staggering aealth c*.re costs have become 
overly burdensome. Nearly 2.2 million seniors living below the 
Federal poverty line ($5,156 in 1985;— only 36 percent of the low- 
income elderly— are covered by Medicaid. Another 6.2 million near- 
poor seniors whose incanes are less than twice the Federal poverty 
line are also not covered by Medicaid. These seniors, who are the 
sickest and poorest, are exposed to health care costs equal to one- 
fourth to one-third of their income, or about $1,300 per year. 

First-dollar coverage for the health care costs of this 
population is especially important since this group is much sicker 
than other elderly. Death rates are 50 percent higher than for all 
Medicare beneficiaries. But, despite their greater health needs, 
they receive 35 percent fewer physician visits, 29 percent fewer 
prescription drugs and are 18 percent less likely to be -dxnitted to 
a hospital. 

Typical out-of-pocket costs for a mode*.'ate spell of illness for 
a senior whose income is lower than the Federal poverty line, but is 
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not low enough to quality for Medicare # can be catastrophic In the 
extreme • 

Medicare Part A deductible *■ $520.00 

Medicare Part B premium ■ $214.80 

Medicare Paiv B deductible " $75.00, more If the 

for physician services physician does not 

accept Medicare 
assignment 

Medicare Part B co-insurance on « $500.00 

a phyniclan bill of $2,575.00 
Prescription drug bills - $500.00 

Bills for eyeglasses, dental *■ $250.00 

care, etc. 

Total typical health care coats equal $2,003, out of an Income below 
$5,156. 

At this rate, the poor and near-poor elderly could not 
realistically be expected to pay an additional premium for 
catastrophic proteccion and out-of-pocket health care costs to reach 
a cap, such as the one proposed by the President. This group of 
very vulnerable and financially depressed seniors needs protection 
long before the cap is reached. The idea behind catastrophic 
protection should be to enable citizens to avoid being wiped out 
financially before protection begins. For these seniors, even 
ordinary out-of-pocket costs would cause them to be wiped out, or 
: ore likely, to avoid getting needed health care altogether. 

Finally, there is the issue of the cap itself. According to 
the figures we have seen, an estimated 96 percent of older people 
will never reach the $2,000 cap proposed under the Administration's 
plan. 
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The Katlonal Cooncll of Senior Citizens has specific 
suggestions to make on how we might provide coverage for the three 
types of catastrophic costs faced by this nation ' s elderly j 1 ) 
coverage of long-tern care costs? 2) providing first-dollar 
protection for low and lower income elderly, as well as covering the 
costs of prescription drugs; and 3) expanding the population 
assisted by the catastrophic cap* 

Although the long-term care issue presents dramatic financing 
problems that the Congress may not be ready to address / there are 
concrete steps that can be taktsr to make long-term care more 
accesslblo and less catastrophic for the elderly, specifically, the 
three-day prior hospitalization requirement for Medicare-covered 
skilled nursing care shouli be eliminated, along with all Medicare 
skilled ntirsing facility co-payments; a remedy to the problem of 
spousal impoverishment should be made an integral part of a 
catastrophic package; and the Medicare home he^.lth care benefit 
should be more clearly defined* 

To address the need for first-dollar health care coverage for 
the poor and the near poor, states should be required, through the 
Medicaid pro^jras and possibly with an enhanced Federal match, to 
cover Medicare cost-sharing requirements and provide prescription 
drug coverage to all senior » below the Federal poverty line. 
Medicaid coverage of these costs would provide payment of all 
deductibles, premiums and co-insurance amounts required by the 
Medicare pro-rram. It would also entitle beneficiaries to physician 
services th' ugh assignment and would provide adequate coverage of 
prescription dr-igT costs for this very poor segment of our society. 
Congress should also explore the possibility of an optional "buy- 
in" to Medicaid for people over the age of 65. 
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In addition, Mr. Cbairsan, we believe there is ample 
justification for the inclusion of prescription drug benefit for 
the general Medicare population* As we have said, these costs have 
risen dramatically and there is little insurance protection 
available. Moreover, we believe that there would be some off'- 
setting savings to the hedicare program by offering such coverage. 

In a soon*-to-'be released study performed by the Department of 
Pharmacy Practice of the University of South Carolina, it was found 
that, after the State of New Jersey implemented its Pharmaceutical 
Assistance to the Aged program (PAA) , Medicare recipients had, on 
average, $238.50 less in in-patient hospital costs them nad a 
comparable group in Pennsylvania where no program was offered. The 
study also showed that hospital lengths of stay could be reduced by 
offering a prescription drug program. One of the study's conclusions 
was that "it appears that savir^s in reduced hospital stays are 
greater than or equal to the expenditures for prescription 
reiabar semen ts plus the program's administration costs." 

The New Jersey program requires a $2.00 co-payment and links 
reimbursement to the Maximur Allowable Cost (MAC) system under 
Medicaid. We would suggest a benefit for older people that would 
require a $1.00 co-pay and a $200 deductible. The cost of such a 
prograin would be between $1.6 billion and $2 billion — about the same 
amount th&« would be raised through the coverage for state and local 
employees under Medicare. 

Mr. Chairman, over the past 20 years, 436 bills have been 
introduced in Congress to cover prescription drugs and still no 
action has been taken. As a result, although at least nine states 
have enacted plans, older people in 41 states still have no 
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aa»i«tancc. Our senior citizens have been calling *.ur prescription 
drug coverage long and loud over this period cf tine and x hope you 
will act to include such a benefit in your legislation. 

A lower catastrophic protection cap than the $2,000 level 
proposed by the Administration would help us achieve the goal of 
increased coverage for out-of-pocket costs for the rest of the 
elderly population. NCSC reconssends that exass physician charges 
and prescription drug costs also be included to reach the cap. By 
not including these high-cost items # the cap would ignore a very 
significant portion of the elderly* s h<2alth care costs. 

As always, it*s a lot easier to talk about what benefits should 
be provided under a public health care program than it is to 
deterTitine who should pay for the added benefits. But, in this case, 
I think the answer is a fairly simple one — the burden should be 
shared. It is vital to keep in mind, as we discuss health policy 
and its effect on the deficit, that, since 1980, domestic programs 
serving the p or and the elderly have sustained deep cuts, even as 
citizens have suffered increased costs while receiving less than at 
the deficit has grown. As £i result, many of our most vulnerable any 
time in recent history.- The Medicare program's cuts already adopted 
will cost Medicare beneficiaries $14 billion over the next five 
years. 

Clearly, the elderly did not cause our current budo'jt deficit. 
The Congressional Budget Office (CBO) recently found x,:.ut, if the 
budget and tax policies that were in effect when the Reagan 
Administration took office had been continued, rather than changed, 
the Federal deficit in FY 1985 would have been $80 billion (about 
the same as in 1981) rather than the $212 billion level at which the 
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deflclt now stands. The changes In defense and tax policy, along 
with the increase in interest payments on the national debt, caused 
by these policies, added $167 billion to the Federal deficit in 
1985, meanwhile, domestic cuts—including reductions in Social 
Security, Medicare and Medicaid— reduced the deficit by $38 
billion* The net result was an increase in the deficit of about 
$130 billion. 

I.et'8 keep in mind, then, that the elderly have done more than 
their fair share in being fiscally responsible and helping to reduce 
rhe Federal deficit. They have taken the cuts on the chin and in 
their wallets for seven years now and have asked for little in 
return . 

There are, however, very real savings that can and should be 
found through the providers of health care in our country and, in 
fairness, savings from these cuts should be targeted to pay, at 
least in part, for any Medicare coverage expansion. 

The NCSC urges the Committee to consider the possibility of 
rebasing the DRGs to factor in more current cost and efficiency data 
and using the resulting savings, which CBO estimates at $4.4 billion 
in the first year, to help finance new benefits for the elderly. 
Hospitals, under PPS, are still being paid based on 1981 coat data, 
even though significant cost and efficiency f^avings have resulted 
since implementation of PPS. In addition » some services formerly 
proviCed primarily on an in-patient basis, and included in the 1981 
rates, are now provided in out-patient settings, or SNFs, where they 
are separately reimbursed on a reasonable cost basis. Lower, more 
accurate reimbursement rates would avoid what is, in effect, double 
payment for these services. 
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Nineteen eighty-four data is currently available on which DRG 
payment rates can be based. We firmly believe such action is 
warranted and fair, and that the resulting savings should be plowed 
back into the Medicare program. 

Physicians should also be included in the finance design. 
Inclusion of hospital-based physicians* services in the t^PS payments 
would raise C70 million in FY 1988, $170 million in FY 1989, and 
$240 million in FY 1990, for em impressive three-year total of $480 
million. 

NCSC recognizes that the elderly should participate in 
financing any kind of comprehentive benefit expansion. We believe 
the elderly* 8 share should be progressively financed and should not 
overburden the poor, although we do not support taxing the actuarial 
value of the Medicare benefit. The Administration* s proposal, with 
its reli2mce on a flat premium for all beneficiaries, runs the very 
real risk of increasing the burden on all beneficiaries in order to 
better protect only a few. The Administration *8 high cap, plus the 
additional premium, would place a much greater proportional burden 
on lo<r- and middle-income beneficiaries, while it would hardly make 
a dent in the assets of a few. For these reasons, a progressive 
approach to beneficiary participation, with special allowances for 
the poor and the near poor, is vital to providing catastrophic 
protection for all elderly. 

In addition, NCSC advocates the inclusion of state and local 
employees under the Medicare program. Since the majority of these 
citizens eventually rely on the benefits and protections provided by 
che Medicare program, we believe it is entirely fair that they also 
be required to take part in the financing of the prograst. Revenues 
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generated by the proposal should be used to at least partially 
finance the Medicare benefit improvement under a catastrophic 
provision. 

In conclusion, let me just make mention of a very important 
public service of which the elderly are sorely in need. 

A separate, serious problem facing the elderly, that we all 
have a grave responsibility to address, is the issue of breaking the 
news to the elderly of America that the public programs they've 
relied on, and that they may rely on in the future, do not cover 
long-term care. I am very concerned, Mr. Chairman, that the public 
at large, but seniors especially, are being given a very false sense 
of secxarity in thinking that the Administration's plan will provide 
for the costs of long-term care. 

Already, a large portion of the Medicare population believes 
the Medicare program provides long-term care coverage — a belief 
they've been allowed to keep for far too long. Now, just as they're 
beginning to hear that this may not be the case, the Administration 
is holding out a new plan that, in the words of the President, will 
"give Americans that last full measure of security." 

The greatest financial fear of many older Americans is the 
spectre of nursing home care and the last full measure of security 
they can be given is protection from the costs of long-term care. 
The President's comments, I greatly fear, will only cause seniors to 
shift from one false hope of relying on the Medicare program to 
answer these needs to another of relying on the catastrophic plan 
that the Administration has proposed. 

I think it's very important that we go forward with a Medicare 
improvement plan, but I feel very strongly that it i;i incumbent upon 
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all of us in>rolved In sha^ ng this public policy that we are very 
clear in dcrHcribing just what the plan will—and won't— do for 
prospective beneficiaries. It would, in our opinion, be absolutely 
unconscionable if we wer<) at all misleading » If the plan would not 
include long-term care benefits, that message neec.s to get across. 
NCSC will do its part in trying to ensure that Medicare beneficiaries 
and their families have factual, full informatic on which to batte 
their d&cisions on planning for futuia needs. Medicare beneficiaries 
must not be lulled into c ^jleasant, but errrieous, belief that their 
loncf<>term care needs will be met by paying $4.? a month more in 
Medicare premiums. 

Finally, we must not f" ^1 to recognize the fact that the plans 
under discussion deal ly witli the eldorly population. NCSC 
recognizes and sympathizes with the plight of 37 million younger 
Americans who have no health insurance at all. Catastrophes affect 
people of all ages and some thine, ' «t be done to help these people 
as wsll. Mandating employer j to provide h^alt insurance is one 
step. But, we should also consider requiring states to ^ ovide 
Medicaid coverage to all those below the poverty line. A major step 
was taken in this direction in the st Congress and we must 
continue to press for such a Medicaid expansion. 

Thank you, again, Mr. Chairman, for the opportunity to testify 
and present our views on the need for catastrophic hf%alth care 
protection this morning. Your leadership is invaluable to the 
senior c'.tizens of this nation. We hope our suggestions have been 
helpful and we sincerely hope you will continue to call on >is in the 
future as we look for compassionate, reasonable solutions to the 
problems facing the elderly. 
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Senator Adams. Thank you, Mr. Clayman, very much. 

I have just one question, and then I want to go to Ms. Crooks. 
Would you support passage of the Bowen plan if it came up for a 
vote on the Senate Floor in its present form? 

Mr. Clayman. The answer is no. 

Senator Adams. Ms. Crooks? 

Ms. Crooks. Thank you. Senator Adams. 

On behalf of the more than 24 million members of the American 
Association of Retired Persons, I wish to thank you for this oppor- 
tunity to state the Association's views on the problems of cata- 
strophic illness. 

The Association commends you and your colleagues for your in- 
terest in developing a catastrophic illness plan for older Ameri- 
cans. I will focus my remarks today on four areas— the first, the 
major source of catastrophic 'josts for older Americans; second, 
a^ute care costii; third, the Association's response to the Adminis- 
tration's catastrophic proposal, and fourth, the Association's own 
recommendations. 

Undisputedly, the most critical need for catastrophic protection 
for older Americans is for help with the costs of long-term care, as 
we have just heard. 

As our first chart indicates, nurb. ig home stays account for 80 
percent of the expenses incurred by older people who experience 
very high out-of-pocket medical costs. For most older Americans, 
acute care illness is less likely than long-term illness to result in a 
catastrophic burden. But Medicare's coverage of acute care is by no 
means complete. Beneficiaries must pay deductibles and coinsur- 
ance for Medicare-covered services, and must bear the full weight 
of the costs of non-covered medical services and goods. 

About 70 percent of enroUees purchase private supplemental in- 
surance plans to protect themg ^Ives from the gaps of Medicare in- 
surance. But there is great variability in the coverage offered by 
such plans. They seldom provide protection against the costs of pre- 
scription drugs, balanced billing by physicians, dental, optical, and 
eye care, and ^ain, nursing home care. 

Further, their cost in premiums may be high, relative to the ben- 
efit returned to the insured. In addition, there is a growing need 
for home health care as beneficiaries are discharged from hospitals 
sooner. 

It is reassuring to believe that the Medicaid program will protect 
elderly people from catastrophic acute care costs. But this is not 
the case. In 1986, only 27 percent of elderly people with family j- 
comes under $5,000 were covered by Medicaid. 

Now, who among the elderly are most vulnerable to acute care 
catastrophic costs? The answer must include the 21 percent of Med- 
icare beneficiaries whose insurance protection is not supplemented 
by Medigap or Medicaid. 

As our second chart shows, these individuals tend to be very old; 
they are poor, and they are trail And anotier group of particular 
concern is the 44 percent of the poor, elderly Americans vno feel 
compelled to buy Medigap insurance, but who surely must forgo 
certain day-to-day essentials in oraer to do so. And we have just 
heard an example of that 
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Secretary Bowen's catastrophic proposal represented an impor- 
tant first step in the development of a viable plan to protect Medi- 
care beneficiaries from acute care catastrophic costs. But his pro- 
posal, which is now the Administration's proposal, is a minimal 
one. Its $2,000 cap on coinsurance and deductibles would hardly 
protect an elderly person of limited means from firancial catastro- 
phe. 

Further, the plan offers no protection for extended nursing home 
care, prescription drugs, balance billing and vision and hearing 
care. The Administration's proposal may strengthen Medicare, but 
it is misleading, I think, to label it a catastrophic protectior plan. 

The Association advocates the development of a benefit improve- 
ment that incorporates a catastrophic cap that is more comprehen- 
sive than the Administration plan. Our proposal better balances 
the need for acute care protections with the need for long-term 
care protections. It also includes critical protections for low-income 
beneficiaries. 

Our package consists of three parts. First, our acute care propos- 
als include one hospital deductible per year; the elimination of hos- 
pital coinsurance and lifetime limits; a $1,000 cap on Medicare Part 
B cost-sharing; a prescription drug benefit, and Medicaid improve- 
ments which we view as inseparable from the cap. 

For transitional care, we recommend improvements in the 
skilled nursing facility and the home health benefit as well as a 
new respite benefit. 

And third, our long-term care component would include protec- 
tion against spousal impoverishment and expansion of home and 
community-bas4?d services. 

To pay for these improvements, we recommend an assortment of 
financing sources: doubling the tobacco tax; extension of health in- 
surance coverage to State and local workers, and an increase in the 
Part B premium. 

The proposal to finance the catastrophic plan by taxing the actu- 
arial value of Medicare represents a radical departure from exist- 
ing financing mechanisms. While we encourage the exploration of 
innovative improvements, we also are not convinced that a modest 
benefit package justifies such an approach. We believe that other 
financing options should be exhausted first. 

And I think we must always remexnber that we must comfo^ the 
people in our country, and this is a very pressing social need. 

I thank you. 

[The prepared statement of Ms. Crooks, with attachments, fol- 
lows:] 
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Thank you, Chairman Kennedy* On behalf of the more than 24 
million members the American Association of. Retired Persons, I 
wish to thank you for this opportunity to state the Association's 
views on the problem of catastrophic illness* 

Before I bet, n, however, I would like to say that the Association 
.is gratified by the current congressional and public interest in 
the problem of high cost illness and its impact on the citizens 
of this country. We believe that the public debate on 
catastrophic illness will lead to a more complete and more 
accurate understanding of the problem? the debate itself is, in 
our view, a critical step in the development of workable, 
appropriate solutions to a complex but hardly ir^tractable social 
problem* 

Let me say, at the outset, that the Association commends Chairman 
Kennedy and the members of this comraitte, for your work towards 
the development of catastrophic health protection for the 
American public. 

I will focus my remarks thxs morning on four ar«as: the major 
source of catastrophic costs for older Americans; the nature of 
the acute care catastrophic experience among older Americans; 
proposals ^y the Administration and Congress to address elements 
of the catastrophic problem; and Clnally, recommendations by 
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the Association, building in part upon the work of Secretary 
Bowen, and proposals emerging from the Senate and the House. 

THE MAJOR SOURCE OF CATASTROPHIC COSTS FOR OLDER AKERICANS 

Let us be clear this morniiiv^ about the soiirce of catastrophic 
costs for this country's senior citizens. Indisputably, the most 
critical need for catastrophic protection for older Americans is 
for help with the costs of long-term, chronic illness. As Chart 
I indicates, nursing home stays account for over 80% of the 
expenses incurred by older peoplo who experience very high 
out-of-pocket costs for health care (over $2,000 per year). 

The need for long-term care leads almost inevitably to an 
unmanageable financial burden because the costs of care— be it in 
an institution or in the home — are often enormous. 3rt 2 shows 
the amount that an individual would pay for a 12-month stay in a 
nursing home and for modest medical expenses during that year. 
At more than $20,000 each year, few families could survive such 
expenses without severe financial hardship. Medicare and private 
insurance combined pay only a miniscule proportion of nursing 
home costs (less than 3% in 1985). More thc.n half of nursing 
home costs are paid out of the pockets o*^ residents or their 
families. Most of the remaining costs are paid under Medicaid, a 
means-tested welfare program. To qualify for Medicaid, one nust 
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eiLher be poor or reduced to poverty in the process of trying to 
pay for care. 

Few people can afford the expense of an extended nursing home 

stay, so many eventually end up on Medicaid, but only after 4 

financial catastrophe has occurred. Fully one-half of Medicaid 

dollars for nursing home care is spent on behalf of persons who 

enter nursing homes as private paying residents. The process of 

"spending-down" one's income and depleting one's assets to 

qualify for Medicaid can occur very quickly. A 1985 study 

conducted for the House Aging Committee founr* that approximately 

2/3 of single older persons and 1/3 of older cc pies in 

Massachusetts were impoverished after only 13 weeks in a nursing 

home. 

As such statistics indicate, the impoverishment of a spouse in 
the community in order to finance the care of an institutiona- 
lized mate is one of the most serious problems facing older 
couples today* To be eligible for Medicaid, couples must often 
spend-down their combined income and assets, leaving one spouse — 
usually the wife — destitute. Many of the same women who are 
caught in the spend-down problem have spent years taking care of 
ill and disabled husbands at home. 

Personal care services of indefinite duration in the home are not 
covered at all by Medicare*, and the amount and type of home care 
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provided under Medl^,:;id is extremely limited in most states- 
Even those who can afford to pay ^or home health and other 
in-home services face often insurmountable barriers in locating 
coit?>etentr trained personnel* As a result of both limited access 
to home care and the very high expense of nursing home care, many 
older persons live in fear of becoming a burden on their 
families, or being forced to enter a nursing home and spend their 
lifetime savings in order to pay for care. 



For older Americans who have Medicare coverage, an acute care 
illnoss is less likely to result In a catastrophic burden than a 
long-term illness* But Medicare's coverage of acute care is by 
no means without significant gaps, gaps which if not supplemented 
by other forms of insurance, leave individuals vulnerable to 
devascating medical costs. Chart 2 shows that a Medicare 
beneficiary with two hospital stays would, on average, incur 
out-of-pocket expenses that would total nearly $3000 without 
private supplemental insurance and would even result in expenses 
over $1600 with an average insurance policy. 

Medic, i beneficiaries' liability fot acute care medical costs 
consists of two components: (1) Med^^are cos»:-sha -*g 
requirements {i*e*/ deductibles and coinsurance) Cor covered 
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services, and (2) expenditures for non-covered medical services 
and goods. It is important to distinguish between these two 
categoc^ies of liability rince most of the catastrophic "cap" 
plans that have been proposed permit the former (coinsurance and 
deductible amounts) to be counted toward the cap but exclude the 
latter (expenditures for non-covered services and goods). And 
the -second category of liability is by no mea.is insignificant; 
we estimate that, on average, for every $1.00 beneficiaries incur 
in coinsurance and deductibles, they spend an additional $.50 to 
$1.00 for non-covered services and goods. 

1« Deductible ana Coinsurance Liability 

Under Medicare Part A, beneficiaries are required to pay a 
hospital deductible in each benefit period approximately equal to 
the cost of one day of hospital care tSS2<^ in 1987U They are 
also responsible for coinsurance for days 61 through 90 equal to 
one-fourth of the hospital deductible. For each lifetime reserve 
day (days 91 through 150), beneficiaries are required to pay an 
amount equal to one-half the Part A deductible, or $260 per d*., 
in 1987. While there is no deductible for skilled nursing 
facility (SNF) services. Medicare beneficiaries this year will 
pay $65 per day to satisfy coinsurance requirements for days 21 
through 100 i.i a SNF. 

Approximately 23% o6 Medicare enrollees are admitted to a 



ERIC 



87 



hospital at least once in a given year* But only about ,5% of 
Medicare enrol lees (158,000 in 1984) use more than 60 hospital 
days in a year, thereby triggering hospital coinsurance 
requirereefits* 

In 1985, Medicare beneficiaries incurred $3*2 billion in Medicare 
hospital deductible ana coinsurance liability* This amount 
represented an increase in such aggregate liability of more than 
100% between 1980 and 1985. The l2rqest portion of total Part A 
cost-shar'ng liability is attributable to the Part A hospitcl 
deductible* 

Beneficiaries also share heavily in t\e cost of Medicare Part B 
services* Bach beneficiary must meet a $75 er.pjal part B 
deductible, and is also responsible for 20% of the amount that 
Medicare deems "reasonable" for a particular Part B service* (In 
addition, beneficiaries whose doctors do not accept assignment 
are fully responsible for the amount their doctor charges 
above the Medicare-approved rate*) 

Cost-sharing requirements under Medicare Part B represent a far 
greater financial burden on Medicare beneficiaries than do 
cost-sharing requirements under Part- A* Iti 1986, Medicare 
beneficiar.es incurred $5*7 billion dollars in Tart B coinsurance 
liability and Sl*7 billion dollars in part B deductible 
liability* The most striking rate of increase m phyrician- 
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related liability has occurred in coinsurance liability which in 
the aggr'^gate has risen by 170% since 1980. Moreover, increases 
in Part B coinsurance expenditures have far outpaced increases 
in Social Security benefits. 

Whereas only about one-fourth of Medicare beneficiaries will 
incur liability from the use of hospital services in a given 
year, 80% will incur liability from the use of physiciar services 
during the same period. Further only .5% of beneficiaries will 
trigger hospital coinsurance costs, but fulLy 60% of 
beneficiaries will incur coinsurance liability for physician 
services. 

2. Medical Services Not Covered by Medicare 

In addition to Medicare's cost-sharing requirements 
for cove red services, beneficiaries also face significant 
out-of-pocket costs for those acute care medical services and 
goods which Medicare does not cover oi which, in the case of 
certain services, are subject to Medicare's durational I'lrtits. 

These acute care services include: 

o Balance billing by physicians on non-assigned claims 

o Dental services/products 
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o Optical services/products 



o Hearing care services/products 



o Routine physician examinations, influenza shots. Pap 



smears • 



Out-of-pocket expenditures for these non-co/ered acute care 
ser*'ices can oe staggering: almost $3 billion for balance 
billing by physicians; more than $2.3 billion fot dental care; 
and more than $1.4 billion for eye care. 

3. Prescription Drugs 

In addition. Medicare does not cover outpatient prescription 
drugs. Out-of-pocket expenditures for outpatient prescription 
drugs were more than $7 billion in 1986. 

Older persons consume a disproportionately large percentage of 
prescription drug products. Although those 65 and older 
constitute about 12% of the U.S. population, they consume about 
30% of the nation's prescription drugs. 

Prices of prescription drugs began to skyrocket in 1981 and have 
far outpaced other Item* "n the Consumer Pt ice Index (CPI) every 
year since. For the period January 1981 - June 1985, 
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prescription prices rose 56%, compared to 23% for the overall 
CPI. In 1986, prescription prices were again the highest of all 
medical care components, increasing at a rate of 8.6% per year, 
compared to the overall rise in the CPI of 1.9%. 

AARP surveyed its members in 1985 and again in 1986 concerning 
prescription drugs. 

In both 1985 and 1986, about 62% of those over 65 said they were 
taking prescription drugs on a regular basis. Of those taking 
drugs regularly, about 45% said that they received some 
assistance paying for those drugs from insurance or other health 
coverage. This finding was also unchanged from 1985 to 1986. 

A significant change occurred, however, in the percentage of 
people age 65+ paying more for prescription drugs who get no 
assistance. The number of people who paid more than $41 a month, 
or over $492 a year, increased by 42 per cent in one year (i.e. 
10 percentage points). 

4. Home Health Care 

Because oatients are now discharged earlier from hospitals, home 
health care is an important component in continuing needed care. 

By most measures, home health use has grown greatly. But, the 
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rate of increase in home health expendituros has moderated 
sharply in the past few y^^ars and has not matched previous and 
expected rates of growth. This fact is puzzling in light of 
reductions in the average length of hospital stay, the aging of 
our population, and previous growth rates. 

One possible explanation for declining growth rates in home 
health outlays is that th*^ Health Care Financing Administration 
(HCFA) is reducing access to this benefit by means of claim 
denials and the application of vague eligibility criteria. There 
is some evidence that coverage decisions are arbitrary and 
capricious and the denial rat© certainly varies greatly by 
geographic area. 

HCFA has failed to sponsor careful studies of the impact of 
prospective payment for hospital care on the need for and use of 
post-acute care services. Consequently, it is difficult to 
assess the extent to which the home health services now being 
provided satisfy demand. 

It is clear, however, that Medicare beneficiaries face serious 
problems in trying to take advantage of this benefit. First, 
home health care providers are not effectively regulated and 
quality control and consumer protections are weak or 
non-existent. The absence of outcome-oriented quality control 
measures is a significant weakness in the government's oversight 
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of: the program, as is the lack of graduated sanctions to apply 
against providers that tail to meet required minimum standards of 
performance. 

HCFA*s policy and practice of restricting home health benefits to 
homebound persons in need of skilled nursing care on a part-time 
or intermittent basis following an episode of acute illness 
reflect the basic orientation of the Medicare program. This 
emphasis on acute illness leaves a significant gap in insurance 
coverage and service for the growing number of frail elderly and 
those with chronic conditions. 

5. Hediqap's Role in Protecting Beneficiaries Against 
Catastrophic Costs 

The gaps in Medicare's coverage, particularly its cost-sharing 
requirements, have led to the development of private supplemental 
insurance plans, so-called "Medigap" policies. About 70% of 
Medicare beneficiaries are covered by such plans. Since the 
enactment o^ the Baucus amendment in 1980, Medigap plans are 
required to cover: (1) hospital coinsurance; (2) 90% of Part A 
expenses after exhaustion of the lifetime reserve to a lifetime 
limit of 365 additioi.al days; and (3) the 20% coinsurance on 
Medicare Part B services. Such plans are not required to cover 
either the hospital or physician service deductible, although 
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most offer coverage of the former. Finally, the plans may impose 
their own deductible of up to $200 per year for Part B coverage. 

In spite of the Baucus amendment, there is great variability in 
the depth and scope of coverage provided by Medigap plans. Most 
Medigap plans provide little or no coverage of prescription 
drugs, balance billing by physicians, dental services, and 
extended nursing home care. Moreover, the Baucus amendment does 
not apply to employment and labor organization-related group 
insurance, conversions from group plans to Individual policies, 
and policies in effect before July 1, 1982* Finally, some plans 
may be very costly relative to the benefit returned to the 



It should be noted that supplemental coverage through a Medigap 
plan is positively correlated with income and education. Yet 
almost half of elderly people with less than $5000 per year in 
family Income purchase Medigap plans (see chart 3)« Even if the 
coverage selected is modest, the premium payments fv^r such plans 
must constitute a terrible drain on already meager resources* 

Let me at this point clarify the Association's position on the 
ability of the private insurance industry to protect older 
Americans from the Inadequacies of Medicare's coverage. The 
Association offers its members a Medicare supplemental insurance 
plan that fills many of the existing gaps in Medicare coverage* 



insured* 
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We believe, however, that filling such gaps through the Medicare 
program is inherently the most efficient way to insure against 
acute care catastrophic costs. Accordingly, we welcome any 
meaningful improvements in the Medicare program that will reduce 
the need for supplemental insurance ^^lans oc make them 
unnecessary, 

6, Medicaid's Role in Protecting Beneficiaries Against Acute 
Care Catastrophic Costs 

It is reassuring to believe that the Medicaid program serves to 
protect elderly beneficiaries from potentially catastrophic acute 
care out-of-pocket expenditures. But this is not necessarily the 
case. The Congressional Budget Office (CBO) reports that in 1986 
only 27% of elderly people with family incomes below $5000 were 
covered by Medicaid (see chart 3). How can this be? We have 
only to look to the variability in Medicaid's eligibility 
requirements across states for an answer. There exists no 
national mandatory income standard for Medicaid eligibility, no 
mandated coverage of the "medically needy", and no uniformity in 
eligibility for a Medicaid "buy-in" of Medicare Part B coverage. 

7. The Vulnerable Elderly 

Who among the elderly are most vulnerable to acute care 
catastrophic costs? Surely the answer must include those who are 
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not able to afford Medigap coverage, but who also do not qualify 
for Medicaid coverage. Such individuals tend to be frail, 
low-lncomr, and uniquely vulnerable to the cumulative financial 
burden resulting from Medicare coinsurance and deductibles and 
from the costs of all non-covered services and goods. For nearly 
21% of the elderly. Medicare represents the only source of 
protection (see chart 4)* 

A second group worthy of particular concern includes the 
poor/near poor who feel corapelLed to buy Medigap insurance but 
who can ill afford it* One can only surmize that such 
individuals must forego certai-^ day-to-day essentials in order to 
purchase such protection (^ee chart 3)« 



The Association in encouraged by the demonstrated interest of the 
Administration and the Congreso in finding solutions to the 
problem of high cost illness for older Americans, although we are 
disappointed over the al»iiost exclusive preoccupation with costs 
arising from acute care illness* The Administration proposal 
based on earlier recommendations of Secretary Bowen addresses 
only acute care cosLs, providing beneficiaries with unlimited 
hospital coverage subject to two deductibles each year and 
"capping" annual out-of-pocket expenditure<j for Medicare 
coinsurance and deductibles at $2000* 
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The Association recognizes that, through his recommendations to 
strengthen the Medicare program. Secretary Bowen took an 
important first step in the development of a viable plan to 
protect beneficiaries against acute care catastrophic costs. 
Nevertheless, it must also be i^ecognized that the Secretary's 
catastrophic proposal — now the Administration's catastrophic 
proposal — is a minimal one. The $2000 cap on coinsurance and 
deductibles would hardly protect an elderly person of limited 
or even moderate means from financial catastrophe. Nor is it 
likely to persuade Hedigap holders to drop their supplemental 
plans and self-insure for the first $2000 in coinsurance and 
deduct ibles. 

Further, under the Administration plan, no out-of-pocket costs 
for the following services and products would count toward the 
annual cap: long-term nursing home care, out-patient 
prescription drugs, dental services, home health lervices, 
physical examinations, balance billing by "non-assigned" 
physicians, and optical supplies and services. The 
Administration plan may thus offer some improvement in 
Medicare's coverage, but it is misleading to suggest that it 
would provide oldet: Americans with protection against 
catastrophic health care costs. 

Secretary Bowen in developing his catastrophic proposal has given 
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a matter of critical social significance visibility and 
credibility* He deserves credit for animating discussion and 
debate on the full range of catastrophic illness issues* 
Catastrophic proposals developed in the Congress advance this 
critical exchange of diverse ideas and help us to refine the 
elements of a workable, comprehensive plan* 



One cf the dilemmas policymakers face in attempting to set a 
protective "cap" on catastrophic costs is pinpointing the 
appropriate level for such a cap* Set the cap high, and the 
benefit can be financed without great difficulty; but as is clear 
from chart 5, few are protected under such an arrangement* As 
one pushes the cap down, the protective scope of the cap expands 
but the cost rises proportionately* Severely restrict the 
elements of liability which count toward the cap, and the plan 
becomes more affordable; the danger in this arrangement, of 
course, is that beneficiaries may wrongly assume that their 
total out-of-pocket liability in a given year will not exceed 
the cap level* As they gradually come to realize that a full 
range of essential medical services and products do not even 
count toward the "catastrophic" cap, they are 2pt to tii^i 
disappointed, if not duped* 
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It is important, then, that any plan that lays claim to 
providing any level of catastrophic protection must identify and 
appropriately address actual sources of vulnerability. The 
Association believes that long-term care is the real source of 
catastrophic costs for older Americans, including middle-income 
older Americans. We also believe that while acute care costs — 
for both coinsurance and deductibles as well as non-covered 
services and goods including prescription drugs — can threaten 
the financial security of many older Americans, they are 
potentially devastating to low-income elderly. 

Given these concerns, the Association advocates the development 
of a benefit improvement that incorporates a catastrophic cap but 
is more comprehensive than the Administration plan and that, in 
our opinion, better balances the need for acute care catastrophic 
protections with the need for long-term care catastrophic 
protectionb. It also includes critical protections for 
low-income Medicare beneficiaries. 

We do not delude ourselves in advancing the following set of 
recommendations that we have solved the catastrophic problem for 
older Americans. We do believe that m many tespects our 
proposals expand, refine, and improve upon the efforts of others 
who have also grappled with this complex issue. Our proposals 
represent an earnest attempt to fulfill the President's pledge to 
protect Americans against catastrophic health care costs. 



-17- 



ERLC 




99 



The benefit structure of the Association's package can be divided 
into three pieces: 

!• Acute Care 

2. Transitional Care 

3. Long.-term Care 

Under the acute care componen^, we propose the following: 

o One hospital deductible per year; 

o Elimination of hospital coinsurance; 

o Elimination of lifetime limits on hospital care; 
o A $1000 cap on Medicare Part B cost-sharing (i.e., 
deductibles ana coinsurance); 

o A prescription drug benefit with a $200 annual 
deductible and a copaymenu on each filled 
prescription; 

o Improvement m the Medicaid program through the 
establishment of a uniform mandatory income 
standard for Medicaid eligibility, and expansion of 
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coverage through the Medicaid "buy-in" of Medicare 
Part B services. We view this element of the 
package as inseparable from the cap whichr at 
$1000, is too high to adequately protect low-income 
benef iciaries. 



Under the transitional care component, we recommend: 
o Elimination of SNr coinsurance; 

o Elimination of the three-day prior hospitalization 
requirement for SNF eligibility; 

o An expanded home health Cdre benefit; 

o A respite benefit (carrying a 50% copayment) to 
provide assistance to caregivers. 

Our long-term care component would include: 

o Protection against spousal impoverishment including both 
income and liquid assets; 

o Expansion of home and community-based services; and 
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o Exploration of the feasibility of capping out-of-pocket 
costs associated with long-term care. 



The Association recognizes that, given a burgeoning federal 
deficit? the kind of Improved benefit package we are recommending 
must be self-financed. Further, results of a recent aaRP survey 
indicate a willingness among a majority of older people to pay 
increased premiums in return for significantly expanded benefits. 
}]evertheless, the full burden of the costs of the improved 
package we are advocating should not fall exclusively upon the 
elderly. To pay for the improvements we have described above, we 
propose using an assortment of financing sources, some targeted 
on improvements In the Medicare program and others targeted on 
Medicaid remedies. These potential revenue sources include: 
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Potential Revenue Source 



Target 



Estimated Yield 



o 



Doubling of the tobacco tax Medicaid 



$2.9 billion (1988) 



o 



Extension of HI coverage to Medicare 



$1.3 billion(1988) 



state and local employees 



$5.1 billion over 



3 years 



o 



Increase in the Part B 



Medicare 



Up to $3.7 billion 



Premium not to exceed an 



additional $10/month 



Total: $7.9 billion (1988) 



The package we have proposed, would probably not represent a 
replaceiren- for a typical Medigap plan. We believe, however, 
that responsible private insurers would respond with a 
corresponding offset (i.e. reduction) in Medigap premiums to 
match their reduction in risk exposure. Thus, the net additional 
cost in premiums to the 70% of Medicare beneficiaries carrying 
supplemental insurance could be minimal. As a complementary 
measure, oi'r . ©commended Medicaid improvements would serve to 
protect those not currently covered by Medigap or Medicaid. 
The proposal offered by some members of Congress to finance a 
catastrophic plan by taxing the actuarial or imputed value of 
that portion of the Medicare benefit that is not paid for by the 
en>ployee during working yeari^ or through the Part B premium 
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represents a radical departure from the financing mechanisms 
which presently support the Medicare program. While we encourage 
the exploration o£ innovative financing approaches to fund 
catastrophic protections, we are no^ convinced that a modest 
benefit package justifies the adoption of such a radical change 
in existing financing mechanisias. We believe that otner 
financing options should be exhausted before we consider such an 
approach. 



I would like to conclude my remarks this morning with two 
observations. First, we focus our attention here today on the 
plight of older Americans, many of whom struggle daily under the 
crushing weight of catastrophic medical costs. Initia"* action to 
address their plight is appropriate and, indeed, long overdue. 
But let us not forget the suffering of some 37 million 
Americans unde r the age of 65 who have neither public nor private 
health insurance and the 15 million who do not have adequate. 
Surely a nation as richly blessed as ours in material wealth, 
wisdom, and compassion can summon the resolve to correct this 
terrible and intolerable social wrong. For our part, we cannot 
in good conscience support filling the "gaps" in Medicare's 
coverage, while at the same time ignoring inadequacies in health 
insurance coverage For working Americans and our nation's 
children. 



CONCLUSION 
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Finally, as we convene this morning, we do so with the 
realization that Congress is poised for action on catastrophic 
protections for older Americans. Whatever the outcome of this 
year's initiative on catastrophic illness, let us be scrupulously 
correct in characterizina to the American public what we ha/e 
accomplished and, perhap. - importantly, what we have not 
accomplished in our efforts to come to grips with one of this 
country's most pressing social needs* 
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Senator Adams. Thank you very much, Ms. Crooks. 
Dr. Feder? 

Dr. Feder. Thank you. 

I am Judith Feder, C!o-Director of the Center for Health Policy 
Studies at Georgetown University Medical School, and I appreciate 
the opportunity to testify before you today on the research we have 
done using sur/ey data on the income and acute medical expenses 
of the elderly. Let me be clear that my remarks deal only with 
acute medical expenses and do not deal with the separate but im- 
portant issue of long-term care. 

We have heard a great deal today about the medical bills the el- 
derly face despite Medicare's extensive coverage. Whether these 
out-of-pocket expnenses are manageable or catastrophic has a great 
deal to do with income. Lar^e medical expenses may constitute a 
financial catastrophe for any individual. But for individuals with 
low income, even relatively small expenses can be catastrophic. 

In 1986, almost a quarter of the elderly spent more than 15 per- 
cent of their per capita income out-of-pocket on medical bills. Over 
one-third of elderly people with incomes less than $10,000 experi- 
enced such catastrophe, while among elderly with incomes above 
$10,000, fewer than 6 percent faced catastrophe. 

Catastrophe also has a great deal to do with Medicare's struc- 
ture. Because Medicare requires equal cost-sharing of all benefici- 
aries regardless of income, lower-income people face greater pro- 
portionate burdens than the better-off. And because cost-sharing 
rises with service use, the burdens are greatest for those who are 
most sick. 

The elderly who are sufficiently unlucky to have low incomes 
and to need a hospital stay have a better than even chance of 
facing financial catastrophe. 

Unfortunately, the Administration's proposals for Medicare im- 
provement would do little to alleviate these problems. The Bowen 
plan, with its $2,000 cap on Medicare-c /ered expenses, would help 
the small number of elderly— about 3.5 percent of all elderly — with 
very large expenses on Medicare cost-sharing. But most people who 
spend more than 15 percent of income out-of-pocket never reach 
the $2,000 cap. Eighty-four percent of these people spend less than 
$2,000 on all their medical expenses, and only about half that 
spending would count toward the cap. 

In other words, most elderly who spend 15 percent of income out- 
of-pocket reach catastrophe long before they would reach Bowen's 
proposed limit. Only 6.5 percent of the elderly with catastrophic ex- 
penses would spend enough to benefit from the cap. 

In sum, a high dollar cap limited to Medicare-covered spending 
cannot address the fundamental problem of catastrophe which is 
concentrated among the lower-income elderly. 

Legislation to address this problem should expand the services 
Medicare covers, set cap well below $2,000, and target additional 
financial protection to the lower-income elderly. 

Although our discussion has focused heavily on financial mat- 
ters, I would be remiss if I failed to comment on the implications of 
limited insurance for the use of medical care. Lower-income elderly 
not only experience higher out-of-pocket burdens as a percent of 
income than the better-off; if they lack Medicaid or private Medi- 
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gap insurance, they are also likely to get less medical care. People 
in poor health without supplementary insurance use only about 
half as much medical care as the people who have supplementary 
protection. 

We must therefore remember that catastrophe is not just fman- 
cial. High medical costs and limited insurance mean that some 
people may be going without the care they need. 

I commend you and the Committee, Mr. Chairman, for your ef- 
forts to alleviate these significant burdens among our Nation's el- 
derly. 

Senator Adams. Thank you. Dr. Feder. 

[The prepared statement of Dr. " der follows:] 
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Mr. Chainran, members of the committee: I am Judith Feder, Ph.D., 
Co-Director of the Center for Health Policy Studies of the Georgetown 
University School of Medicine. I appreciate the opportunity to testify 
before you today on improving the elderly s protection against 
catastrophic medical costs. My testimony is based on research I have done 
with Marilyn Moon. Ph.D.. and William Sc?nlor>, Ph.D., using the National 
Medical Care Use and Expenditure Survey (That survey was conducted in 
1980. Responses have been adjusted to approximate experience in 1986). 

Looking only at acute medical care-that is, putting aside the important 
but separate issue of catastrophe due to long-term care--our research 
indicates that despite Medicare, a large proportion of the elderly 
ex«.rl2r.cc catastrophic financial burdens due to illness; that burdens are 
greatest for the lower income elderly and for the very sick; and that 
financial burdens appear to limit access to medical care by elderly in 
poor health who lack private Medigap insurance or Medicaid to supplement 
their Medicare coverage. Although tiie Adsinistration' s proposal, 
developed by Secretary Bowen, would fill significant gaps in Medicare's 
coverage, it would do little to address these fundamental problems of 
catastrophic medical costs. 

Although Medicare finances most of the elderly s medical care, elderly 
people continue to face sizable medical bills. These bills come from two 
sources : the premiums and cost-sharing for services Medicare covers 
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(prinarily hospital and physician services) and the full cost of services 
Medicare excludes (like prescription drugs, dental care and eyeglasses). 

Whether out-of pocket expenses are manageable or catastrophic has a lot to 
do with incone. Large aedical expenses may constitute a financial 
catastrophe for txxy individual, but for individuals with low incomes, even 
relatively small expenses can be catastrophic. In 1986, almost a quarter 
of the elderly spent more than 15 percent of their per capita incomes out- 
of-pocket on medical bills. Over one- third of elderly people with incomes 
less than $10,000 experienced catastrophic burdens (spending over 15 
percent of income out-of-pocket). Among elderly with incomes above 
$10,000, fever than 6 percent faced such catastrophic expense. 

Catastrophe also has a lot to do with Medicare's structure. Because 
Medicare requires equal cost- sharing of all beneficiaries, regardless of 
income, lower-income people face greater proportionate burdens than the 
better— off . And because cost -sharing rises with service use, the burdens 
are greatest for those who are most sick. Elderly people who are 
sufficiently unlucky to have low incomes find to require hospital stays 
have a betteu-than-^^ven chance of financial catastrophe. 
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Unfortunately, the Administration' tf proposals for Medicare improvement 
would do little to alleviate these problems. The Bowen plan, which sets a 
$2,000 cap on Medicare -covered expenses, would help the small number of 
people--about 3.5 percent of the elderly--with very large dollar expenses 
on Medicare cost sharing. 

But most people who spend more than fifteen percent of income 
out-of-pocket never reach the $2,000 cap. Eighty-four percent of these 
people spend les» than $2,000 on flU their medical expenses. Only about 
half that spending is on services that the cap would cover. 

In other words, most elderly who spend fifteen percent of income out-of- 
pocket reach catastrophe long before they reach Bowen* s proposed limit. 
Only 6.5 percent of the elderly with catastrophic expenses spend enough to 
benefit from the Boven cap. 

In sum, a high dollar cap on Medicare -covered spending cannot address the 
fundamental problem of catastrophe, which is concentrated among the lower 
income elderly. Legislation to address these problems should expand the 
services Medicare covers, set caps well below $2,000, and target 
additional financial protection to the lower income elderly. 

Although discussions of catastrophe focu«» on financial burdens, I would be 
remiss if I failed to comment on the implications of limited insurance for 
the use of medical care. 
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Lover income elderly not only experience higher out-of-pocket burdens (as 
a percent of income) than the better off. If they lack Medicaid or 
private Medigap insurance, they are also likely to get less medical care. 
People in poor health without sxxpplementary insixrance xise only about half 
as nuch aedical care as people with supplementary protection. 

Ve oust therefore remeaber that catastrophe is not Just financial. High 
aedical costs and limited insurance iLean that some people may go without 
the care they need. 

I connend you and your committee, Mr. Chairman, for yoxxr efforts to 
alleviate these burdens for our nation's elderly. 
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Senator Adams. Our next witness is Mr. James Moorefield, Presi- 
dent of the Health Insurance Association of America. 
Mr. Moorefield? 

Mr. Moorefield. Thank you, Mr. Chairman. 

I am Jim Moorefield, current President of HIAA, but I find my 
clock is running, and in three and one-half weeks I will be relin- 
quishmg my duties as President of HIAA to my successor. I have 
also just been advised by the Department of Health and Human 
Services that on June 1, I too will join the ranks of the Medicare 
elderly. So I have a personal as well as a special interest in this 
hearing and what may result. 

Sir, I was privileged to serve as a member of Secretary Bowen's 
private-public sector advisory committee on catastrophic illness. 
After touring the country and hearing from more than 100 wi^ 
nesses, the advisory committee unanimously concluded that most 
Americans are adequately protected against catastrophic acute 
health care expenses by private insurance or by piivate insurance 
in combination with public programs. 

But they also concluded that there are three most critical cata- 
strophic illness problems that have to be resolved. The first would 
provide long-term care, which includes home care and intermediate 
and convalescent nursing home care for the chronically ill. And 
second, should find means to provide basic as well as cata- 
strophic health insurance for the 35 million or so Americans who 
are without any insurance or whose insurance is inadequate to pro- 
tect against a catastrophic illness— namely, the medically uninsur- 
able, the poor, and the working near-poor. And third, they felt that 
It was necessary to provide adequate coverage for those 3 to 5 mil- 
lion people, those over 65 who do not qualify for Medicaid and 
cannot afford the private sector's coverage. 

^u*^ ou^-^ compliments the Secretary and President Reagan and 
the Chairman of this Committee, sir, and you and the other Mem- 
bers of the Committee and others in Congress who are providing a 
forum to bring the public's attention to the problems of catastroph- 
ic illness and give us an opportunity like this wher^- we can debate 
the issues and, hopefully, advance some viable solutions. 

I also appreciate the fiscal restraints in which the Administra- 
tion and the Congress are working. But I would be less than 
honest, sir, if I did not express my disappointment with the empha- 
sis that IS being placed on the need to first restructure the Medi- 
care system, a system that is working and a system that, when it is 
coupled with private insurance, or with Medicaid, is working ex- 
tremel> well. 

I respectfully suggest, sir, that the present focus on Medicare re- 
structuring is misdirected, and that the focus should be on the 
long-term care needs of the public and on providing adequate cov- 
erage for the uninsurables, the poor, ard the near-poor. 

I am proud of the industry's record in providing coverage. Most 
Medigap policies being written today exceed the Baucus standards. 
Most provide benefits equal to or even in excess of those that Sec- 
retary Bowen and others are proposing. 

For example, a very recent survey of the top 12 commercial Me- 
digap insurers, which represents about 66 percent of the commer- 
cial Medigap business, shows that 86 percent of those policies now 
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provide unlimited— unlimited— hospital days, paying 100 percent of 
all Medicare-allowable hospital expenses, and that 93 percent of 
those policies provide unlimited coverage for Medicare-allowable 
Part B expenses. 

The industry is doing a good job in filling the Medicare gaps. But 
if this Committee or others feel that it is necessary to somehow 
assure more generous benefits than are now provided by Medicare, 
we suggest, sir, that you expand the Baucus minimums to include 
and assure a catastrophic feature and that you enact legislation 
that would allow us, the private sector, to provide a freestanding 
catastrophic affordable policy— one that is equal to Bon on or ex- 
ceeds it 

The Medicare-Medicaid private health syt - Is working well for 
80 percent of those age 65 or over. Of the remaining 20 percent, as 
the chart illustrates up there, about half can afford, but choose for 
wliatever reason not to purchase supplementary insurance. You 
should concentrate, sir, on the ways to provide adequate coverage 
for the remaining 10 percent of those who do not qualify for Medic- 
aid and cannot afford a private policy. 

The entire .vIedigap-Medicare system does not have to be restruc- 
tured to meet the needs of that 10 percent of America's population 
that are age 65 or over. Our statement, which you have in hand, 
outlines the viifole solutions to the Medicare problem, as well as 
what can be done to fill the more critical gaps in coverage, namely, 
long-term care coverage and coverage with the poor, the working 
near-poor, and for the medically-uninsurable. 

Sir, our association stands ready, as does my successor if I am 
not around, to give you all the assistance that you may need. 

Thank you. 

[The prepared statement of Mr. Moorefield, with an enclosure, 
follows:] 
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I am James L. Moorefiela, President of the HealCii Insurance Association of 
toerica. The HIAA is a trade 9Ssociation with a membership of about 335 
insurance cofrpanies. Our members write over 85 percent of the private health 
insurance available from insurance co^ipanies in this country. 

The nature of our business has given the HIAA considerable experience in the 
field of health benefits over the last thirty years. We urge you to use this 
practical knowled^^e as you study the health care needs of people in this 
country. 

To judge from news reports, the question of the hour is: Do Americans run 
the risk of financial ruin when faced with a catastrophic illness? In his 
report to the President lasc November, hhS Secretary Boi*en said that the 
present health care system provides substantial benefits to most people. He 
noted that virtually all the elderly and nine out of ten people in the general 
population have health insurance, but he warned of gaps in catastrophic 
coverage that need to be filled, especially for older Americans and the 
working poor. 

In the case of the elderly, some of these gaps have already been closed by 
a partnership between goverrnient and private ihsurers that protects older 
people from catastrophic hospital and medical bills. Medicare pays a large 
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portion of the elaerly»s expenses for acute illness and private insurance 
policies known as "metiigap" pick up the deductibles and coinsurance — those 
gaps in coverage that Medicare assigns to the elderly to pay thanselves. 
Today, seven out of ten older people have some form of private insurance or 
medigap to supplement their Medicare oenefits thereby avoiding catastrophic 
hospital and medical bills. 

A medigap policy allows older Mmericans to spend up to IbO days — that»s 
nearly five months — in a hospital without paying any Medicare coinsurance. 
And, if an elderly patient exhausts his 150 day Medicare hospital benefits, 
but needs to remain in the hospital, his private medigap policy will cover 
another 365 days, paying at least 90 percent of all Medicare allowable 
hospital expenses. 

In addition to covering hospital expenses, medigap policies help older 
people with some of their other medical expenses, particularly doctor's 
bills. Medicare pays 80 percent of these medical bills after determining the 
"reasonable and customary** charge for the services performed. Private medigap 
policies pick up the remaining 2U percent of expenses allov^ed by Medicare up 
to at least $5,000 a year. 

Medigap policies are regulated by the states and must meed the standards I 
Just described. These minimum standards were set by the Baucus /^ncinent to 
the 1580 Social Security Disability Act, an amendment designed to protect the 
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elderly from overpriced or substandard medigap insurance policies. The 
standards set up by the Baucus amenoment have been adopted in A6 of the 50 
states, Puerto Rico and the District of Colimbia. 

In addition to enforcing minimum coverage standards for mediyap policies, 
state laws also require insurers to pay benefits for pre-existing health 
conditions after the medigap policy has been in force for six months. Benefit 
payments must increase to keep up with rising health care costs along with 
changes in Medicare co-payments and deductibles. Older people are allowed to 
return the pcrlicy within 10 days for a full refund. Companies that sell 
Medigap insurance are also bound by fair trade practices such as simplified 
policy language ana tiuth-in-advertising designed to protect the consumer. 

I should also poi^ out that current state law requires insurers to 
provide medigap consoners with simplified explanatory materials which describe 
what benefits Medicare and medigap policies do and do not cover. Tnis Guide 
to ^tealth Insurance for People with Medicare was developed by the National 
Association of Insurance Oomnissioners in coordination with the HIAA and the 
Health Care Financing Administration. 

The conditions I have just mentioned are purely minimum standards that 
most medigap policies surpass. Many provide "first dollar" coverage by 
picking up the Medicare Part A hospital deductible (currently $520), as well 
as the Part b annual nedical deductible of $75. A recent HIAA survey of 12 
top commercial medigap carriers (representing about 6fl6 of the total 
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individual mecigap business written by canmex:cial insurers) shows that 8^ of 
their policies covered unlimited hospital days, paying 100 percent of all 
Medicare allowable nospital expenses. Tne same survey sho»«d that 93K of 
those companies* policies had unlimited coverage for Medicare allowable Part B 
expenses. Some meoigao policies also cover expenses that Medicare will not 
pay for at all, sjcn as cental and vision c;»re, routine check-ups, hearing 
aids ana out-patient orugs. 

Las*- year, the was asked to investigate the effectiveness of the 
Baucus Amendment -.n assuring the elderly that medigap policies meet their 
needs. The cofv,:tssional watchdog agency reported its findings to the house 
Ways and Means SuDcorfr.ittee on Health last October. In its review of 1A2 
policies sold by commercial insurers and 13 Blue Cross/Blue Shield plans, 
the GAO made no rt^onrrenaations for further controls since, it said, the 
elderly were Ttcei\M adequate protection. 

The GAD repori h.$o found that medigap policies sold by commercial 
companies with r-cre tnan $50 million in premiums generally met the Baucus loss 
ratio recfjirements. Tnat means that at least 60 cents of every premium collar 
was returned as bene'its or added to reserves. The loss ratios for the most 
commonly purchast. ;.uicies, however, generally exceeded the recorwendations 
fujnd in tne baucot *<-iendment. For exanple, coverage sold by The Prudential 
Insurance Company for AARP members must by contract pay 80 cents of every 
dollar in benefits. Currently, about 105b of all Medicare beneficiaries nave 
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such coverage through the AARP. It is also important to point out that 
surveys show that nearly AO percent of all medigap is purchased on a group 
basis. The Baucus AiT.endment requires all medigap sold on a group basis to pay 
at least 75 cents of every premium dollar in benefits. 

The GAO report concludes that the protection these policies give the 
elderly could be considered a form of catastrophic health insurance. But the 
report also noted that few Medigap beneficiaries need this benefit since HCFm 
data stxjws that only about 2,000 Medicare beneficiaries, or .007 percent of 
people 65 and older, spent more than 150 days in th« hospital in 1984. 

It would seem then that older people who have bought medigap policies do 
not need to worry about catastrophic hospiUl expenses. They are, however, 
exposed to more serious financial consequences when faced *ith doctor bills 
since Medicare will only pay 80 percent of what it considers "reasonable and 
customary" medical charges, tven though medigap insurance picks up the 
remaining 20 percent of the Medicare allowance, older people are still 
responsible for paying the difference between what their insurance reintourses 
and what their physician charges. 

Older people would be helped with this problem if the health Care 
Financing Administration nelpea them identify those physicians ana other 
providers who accept Medicare's fees as fuU payment for their services. HCFA 
could publish directories with the names and addresses of participating 
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physicians and even provide toll-free hotlines. It could also develop 
incentives for electronic billing of physician claims as well as for 
streamlining the coordination of Dilling for Medicare arc Medigap oenefits. 

We would also encourage Medicare to be more aggressive in its pursuit of 
cost containment. This means more stringent utilization review, pre-acnission 
certification and mandatory second surgical opinion programs. These are all 
technit^es used routinely in privately managed health care plans. 

In spite of these problems, Medicare and private health insurance are 
protecting most of the nation* s elderly from catastrophic acute care costs. 
In January 15^67, the HIAA commissioned Market Facts, one of the largest 
marketing firms in the country, to assess consumer experience witn medigap 
policies. Over 1,500 people 65 and older who have medigap policies were 
surveyed from a demographically balanced national sanple. The survey found 
that 6 in 10 say they were not pressured into purchasing a :nedigap policy and 
an ec^ial nunber say that their policy was fairly priced, /wong those who have 
already filed a claim with their medigap insurer, 8 in 10 say that the claim 
was promptly paid and that the insurer paid as much of their medical costs as 
they expected. The survey also revealed that 9 in 10 of the people who filed 
a claim were satisfied with their policies. I have brought copies of a 
detailed report on this survey with me today which I will distribute to anyone 
incerested in it. 
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Our research also indicates that Medicare and private health insurance 
are protecting atjout 70 percent of the nation»s elderly from catastrophic 
acute care costs. Medicare and Meaicoia cover another 10 percent, leaving 20 
percent of those 65 and older vulnerable to the gaps in Medicare's hospital 
and medical benefits. About half or these people can afford private 
suppleJTCntal insurance, but have chosen not to purchase it. Vne remaining 10 
percent of the elderly have no medigap insurance, but are not eligible for 
Medicaid. These are the elderly who need help most. 



Including Catastropiuc Features in Minimun Stanoords 

The corvnercial health insurance inuustry believes that restructuring 
Medicare to cover catastrophic acute health expenses as proposed will provide 
limited benefits to few people, that most beneficiaries already have adet^jate 
private protection and that current proposals oo not address true catastrophic 
expenses, such as long term care. 

We feel that the private sector should be allowed to continue offering 
this protection. One way to assure that all Medigap meets Longress' new test 
for catastropruc acute medical expenses is to amend the Baucus law to make 
unlimited hospital and Part b coverage a minimum standard. 



ir6URMNa. INDUSTRY AlTEKNATIVLS TO MEDICWt 
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Mmending Baucus bo That Insurers Can Offer 
a Catastrophic "Stand Alone" Plan 

Congress shoulo bear in mind before criticizing the industry regarding 
what it thinks is a failure to offer catastrophic coverage similar to the 
Bowen plan, that the 1560 Baucus standards are what Congress, the 
Administration, insurers, st^te insurance regulators, and consoners decided 
were necessary coverages when that legislation was being debated. Secretary 
bowen simply has refocused the Debate. 

Insurers currently cannot write a stand-alone Bowervtype "catastrophic" 
policy and market it as a Medicare supplemental plan. This is because it 
would not match the Baucus minimun stanaards. Under current law some states 
would allow us to write such a limited benefit plan, so long as it is not 
called "Medigap." However, this could confuse consumers and thus limit such a 
plans* market appeal. If Baucus was amended so that insurers could underwrite 
a Bowen-type product and market it as a Medigap policy, this problem could be 
averted. Insurers feel that they can underwrite such a policy and sell it at 
a pr;ce comparable to Bowen* s. 

ME.DICARL CATASTROPHIC L£bISLATlON: 
ACCOMMODATING £XISTING PRIVATE COVERAGE 

Waiver for Private Coverage 

If a Medicare catastrophic restructuring plan is approved by Congress, 
such a bill might include a waiver provision so that if beneficiaries wish to 
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be covered by a private hedigap plan rather than unoer new Medicare benefits, 
they may do sor 

Many Meoigap policies provide first dollar coverage and cover benefits 
that Mecicare does not, such as physician balanced billing, vision ana dental 
care, and prescription drugs. Allowing beneficiaries to choose this coverage 
to supplement current Medicare benefits, rather than rewriting Baucus, state 
laws, and private plans so that insurers can sell coverage to meet any gaps 
left over after a Medicare catastrophic plan is passed, would save months or 
years of confusion both among consumers ana in the insurance marketplace. 
Also such a waiver would oo nothing to prevent beneficiaries from choosing the 
government plan. 

Transition Rules 

Finally, if a »»tedicare catastrophic plan is approved by Congress, 
adequate transition rules should be included allowing time for states to 
Change existing laws regulating the Meoigap business. At least an lb month to 
2 year period would be needed because some state legislatures meet only every 
other year. 

If a Medicare catastrophic plan passes, it is likely thdt existing 
Medigap coverage would oe considered duplicative. It is currently a violation 
of tns Federal baucus law to knowingly sell duplicative coverage unless the 
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benefit payments are also ouplicative. We are concerned that payruents for 
claims wouicJ be maoe by both Medicare and private insurance. The negative 
cost contairDent. factor upon both programs is real. 

In addition I rnany private supplemental policies ar^ •'guaranteed 
renewable." Tnis rtieans that if new laws are passed affecting existing private 
coverage, insure: b n^iil be restricted from making changes in oenefits that 
would dove-tail or bjpplement new Meoicare benefits. The result would be 
additional and so^s'voi.tial consumer confusion over the relationship between 
private and gover.vAj.'ital coverages. 

Further, baucus includes many consuner protections. For these reasons, 
the Baucus law wi** nove to be amended and a transition period will have to oe 
provided if the ir-u^jcry is to continue to cover any gaps in coverage which 
may remain after a !-;ccicare restructuring law is passed. 

^u--FUjDING RtTiHci: HEAlTH BtNtFlTS 



Anotner way to ensure that more Medicare beneficiaries have protection 
for gaps in coverajt to encourage more employers to provide heaUh 
insurance benefitt iv tneir retired workers. The U.S. Department of Labor 
reports that curreT«.^> only 57 percent of employees in large and medium-sized 
ccfTpanies will rectivb employer-proviced health benefits that supplement 
Meoicare when they retire. Although this percentage is expectea to grow. 
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coinciding with the growing nunDer of the elderly, the present federal tax 
policy is a major reason ^hy many more employers are choosing not to do iTiore 
for their retirees. 

Specifically, the Deficit Reduction «ct of 19«4 has limited the tax 
advantage to pre-funding retiree health benefits. The HlAA urges tongress to 
consider the wisdoo of a federal tax policy that discourages people from 
making financial arrangements tooay which would help pay for their health care 
tor.)orrow. 



Pre-funair<j for retiree health care would also help workirxj people 
prepare for the Diygest catastrophic .»ealth care cost of old age — long-term 
care, the catastrophic expense that 90 percent of the elderly are unprotected 
from tooay. 

A recent stuoy, financed by the National Center for Health Service 
Research, oetermined that older people wno had more than $2,000 worth of 
out-of-pocket expenses in a given year, spent 81 percent of this additional 
expense on nursing home care. At the same time, their annual out-of-pocket 
expenses for hospital and physicians fees were respectively 10 and 6 percent. 

Most people 00 not realize the enormity cf the risk they run when facing 
long-term care. In 1^85, tne insurance industry conducted a survey of 1,000 
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Anericans between the ages of 50 and 64. Throu^ it we learned that although 
more than half of them worry atwut a chronic illness or disability in their 
old age, less than one-fourth of them know that Medicare will be of little use 
to them should they ever need long-term care. Even more telling is the 
finding of a recent survey of the elderly by the A^P: about 8CK believe 
Medicare covers long-term care. 



Misconceptions about government assistance in paying for long-term care 
are echoed ip popular beliefs about the role that private insurance plays in 
providing this kind of protection, in spite of industry educational 
campaigns, many older people still think that they already have long-teim care 
coverage because they own a medigap policy. But medigap insurance is not 
long-term care insurance. Medicare's coverage of long-teim care is limited 
and since medigap policies are designed to supplement Medicare, medigap 
long-term care benefits are also limited. 



In an effort to elindnate these misconceptions, I personally offered the 
HlAA»s assistance to HHS Secretary bowen in embarking on two educational 
campaigns regarding the benefits and limitations of the Medicare program and 
the need for financial protection against expenses associated with long-teim 
care. Our discussions have focused on targeting middle-aged sons and 
daughters of the elderly, as well as the elderly themselves. Although this 
effort IS still in an exploratory stage, we feel the prospects for the 
campaign are promising. 
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The hIAA also has recently expar\aea existing educational programs 
regarding the need for long term care and defining what is and is not covered 
Dy Medicare and mediyap. Following are scnje of our activities: 

0 Educational Dooklets for consumers, policymakers, and legislators. 

0 Dp-ed arKJ other advertising focusing on long-term care, Meoicare 
and meoigap (a meaigap "Know Your Rights" ad has rjn in 5U Plus 
magazine and will soon run in newspapers in selectee areas of the 
country . 

0 Consunier ana agent -oriented slice shows. 

0 A consumer bUD number for information on the availability of iony 
term care insurance in every state. 

0 Media seminars on long-teim care. 

0 Long-term care kits for HImm membei ccnjpanies desigrjec to encourage 
development of new products. 

Anericans may not yot have accepted the idea that tney need long-temi 
care protection, but private long-teim care insurance is available. In 1986 
we surveyed our member companies and found that as of June 1966, 12 of them 
were offering individual long-term care policies of the indemnity-type. These 
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are policies wnich offer a fixed amount of money per day. Since corpieting 
our survey we learned that four more member conpanies have entered the 
market. Today, an average of six HlAA companies are selling policies in each 
of the 50 states. 

What is covered by the typical private long-term care policy? In our 
survey, we oefineo this type of policy as one which covers nursing home stays 
and/or home health care for not less than 12 consecutive months. The maximum 
benefit period for a typical policy, however, is 3 years, although a 
substantial nunber offer 5 years of coverage. This coverage appears to be 
adequate since one half of all nursing home residents stay only S/0 days and 93 
percent of all residents are discharged within 5 years. 

Services covered in these policies include skiHeo, intermediate, 
custodial and home health care. Of the 12 policies analyzed in our survey, 
all offer skilleo nursing care, 10 also provioe intermediate nursing and 
custodial care, 8 include home health care, and 2 pay a cash benefit for 
purchasing necessary care at home. 

We do not know how many long-term care policies have been sold because 
many companies have just entered the mari.et. The corrpanies that do have 
tallies, however, tell us that there were about 130,000 policyholders as of 
January I9fa6. Their average policyholder is 75 years old. 
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Anot r hIAA companies are developing new long-term care products. 
Many of these are "group'' policies which means they can oe solo at a lower 
premium with little or no individual underwriting. 

*e believe that private long-term care insurance can play an irportant role in 
protecting many elderly from catastrophic lony-term care costs. However, 
consumer education regarding the shortcomings of existing coverage is critical 
to the success of any long-term care financing scheme. 



But what atxjut the people who are under 65 years of age? For the 
working population, studies of group health insurance plans offered by 
employers show: 

0 172 million individuals have major medical coverage providing 
hospital and meoical benefits. 

0 Nearly 806 of working people today having maximur^ benefits of 
$1,000,000 or more (compared to 46 percent in 1980). 

0 915b of all insured working people have limited out-of-pocket 
expenses of $2,000 or less (compared to 75 percent in 19«0). 

0 Over 9*« of all insured employees are covered for inpatient 
expenses associated with mental and nervous disorders. 
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0 Over half if all insured employees have coverage for home health 
care and almost two thirds for second surgical opinions. 

For tne wcrKxng poor, who earn less than $10,U00 a year, but have no 
health insurance oenefits, we suggest that Congress enact incentives to 
encourage smali cor^anies to cover their employees. Dr. Bowen proposed 
offering the self-einployed full deductions on their own health insurance plans 
as long as they ccvt: their employees as well. 

We would ais: urge that state mandatory benefit laws be removed so that 
insurers can of ft. ^ess expensive catastrophic-only health plans to small 
employers. Staits could also be given greater flexibility with Medicaid 
programs in orae: lo cover the medically neeoy independent of jtner welfare 
programs and to ccvd iow-income working parents, as well. V. might also be 
possible to of ft: = subsidized Medicaid "Ouy-in" for unins".reo low-income 
people who jre rict eiiyiDle for Medicaid. 

ht cannot fo^ji to mention those who have no healtn insuranctj because 
they have chronic rieaith problems such as diabetes, heart di^easii or AIDS that 
have made them mc^ij^iule for private individual insurance. Many of fjese 
individuals art w^i^.r^, or can otherwise afford to buy coverage. Ihe rilAA 
supports proposers :r. rr.ake health insurance available for inose v^ho find 
themselves in tr.is situation. • ^ss^ - we supported legislation introduced 
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during the 99th Longress by you, Chairman Kennedy, which woula encourage 
states to establish risk pools for people considered uninsurable. We expect 
similar Jegislation to be introduced this year ana we will continue to s-jpport 
these eff orts. 

Eleven states currently have some form of health insurance pool for 
uninsurables : Connecticut, Florida, Indiana, Iowa, Minnesota, Montana, 
^ebraska, North Dakota, Illinois, Tennessee, and Wisconsin. In 1975, the HIAA 
supported the creation of the first state risk pool in Connecticut. Because 
of this pool, there are now no uninsurables in Connecticut. Under the 
Connecticut law, the losses of the pool were to be shared amonc, all the 
competitors in the health insurance market place — the commercial insurers, 
Blue Cross/Blue Shield, WU's, and self-insured employers — on a pro-rata 
basis. Thus, the »agh-risk individuals received coverage but the competitive 
market place was not upset. 

Subsequent court interpretation of the 1974 Employees Retirement Income 
Security Act (ERISA), however, which precludes the states from regulating 
enployee benefit plans, means self-insured errployers need not share in any 
pool losses. As more and more large employers self-insure, the burden of pool 
losses falls harder and harder on an ever decreasing base, principally small 
errployers and individual purchasers of health insurance policies, who are 
already paying higher costs for their health protection. Federal legislation 
is required to solve this problem and to guarantee the establishment of a 
program in every state. 
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Most inportant, the state high risk pool woula ensure the availability 
of health insurance for all rtnerlcans, regaitJless of health condition, with 
minifiKjn federal regulation and at no cost to the federal treasury. 

Finding ways to protect Americans from catastrophic health bills is 
complex because the elderly, workers, the poor and the uninsurable s have 
different needs. Solving their problems will take tune and ingenuity on the 
part of the legislators and insurers. But i tr.ink it is inportant to stress 
that our state ano federal resources are limited. And what funds we nave 
should t)e used to help the most vulnerable among us. Public money should not 
be spent to replace coverage adequately provided to the majority by the 
private sector. 

Thank you. Chairman Kennedy, and members of the Cowrdttee for this 
opportunity to testify. The Heajth Insurance Association of rtnerica is 
willing to offer its assistance to this committee as you delioerate this 
pressing national issue. 
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HEALTH 
INSURANCE 
ASSOCIATION 
OPABCERICA 

1025 CotwxAoA Awue. N W. WasTaigton. 0 C 20036-3996. (202) 223-7780 



Mr. Thomas M. Rollins 

Staff Director and Chief Counsel 

Couimittee on Labor and Human Resources 

United States Senate 

Washington, D. C. 20510 

Oear Mr. Rollins: 

On April 8, HIAA President James L. Moorefielo testified 
before your Committee on the subject of catastrophic health 
insurance for Medicare beneficiaries. Ouring questioning, Senator 
Adams asked the HIAA to supply the Committee with information on 
retention rates for ("Medigap") commercial Medicare Supplement 
insurance products. Our actuaries have researched that 
information for three top commercial carriers. 

One large Medigap writer reported &b% persistency or retention 
of new and renewal business. This means that 70% of those who 
purchased this insurance retained their coverage after the 
policy's renewal date. Another large Medigap writer reported 7b% 
persistency after 15 months, which they reported to be better than 
their other books of business. A third large Meoiyap writer 
reported that persistancy for their Medigap businef-, was greater 
than 80X. even with a rate increase. Obviously, this date 
completely contradicts Senator Adams' statement that rentention 
rates for private coverage is low, specifically "between lu and AO 
percent" . 

We nope that this information is helpful to the Committee as 
it debates this important issue. The commercial health insurance 
industry is proud of its record of providing catastrophic 
protection against acute medical expenses for our nation's 
elderly. Please feel free to contact our staff at any time should 
you need further information on health insurance related issues. 



(NOTE: In the interest of econoiry, the enclosure accompanying this 
letter was retained in the files of the Comaittee,) 



April 3U, 1987 




Sincerely 



Linda Jeoc/es 
Vice President & 
Federal Affairs 



Enclosure 
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Senator Adams. Mr. Moorefield, would HIAA support the Bowen 
plan? 

Mr. Moorefield. No, sir. We believe, as others have testified 
today, sin that it does not add any new benefit. It is, by being 
touted as a catastrophic policy, misleading. The same problems 
that the Medicare population is facing today, with bills not being 
paid, are going to continue. Only 2,000 people, according to HHS's 
own figures, are in the hospital for more than 150 days. We have 
♦ heard of the problems just expressed by my associates here at the 

table that the $2,000 would cause those who are near-poor or poor 
to spend down into Medicaid. There are already 500,000 people a 
year, as you heard Secretary Bowen say, that have to spend down 
m order to get nursing home care. We feel that those are the prob- 
lems that should be addressed, sir. The Medigap business is provid- 
ing coverage for those who can afford it. Let us look at those who 
cannot. 

Senator Adams. Isn't it true, Mr. Moorefield, that the retention 
rates for private coverage are between 10 and 40 percent, and often 
higher— m other words, that people are dropping out of it— where- 
as your administrative costs for Medicare are about 2 percent? Is 
there a sound public policy argument for providing a Medicare cov- 
erage for catastrophic illness? 

Mr. Moorefield. I think you have to look at what you are 
buying, sir. Of course the Government, through Medicare, does not 
have the marketing costs, does not have to pay the taxes, and so 
forth, that the private sector does. And there is that difference. But 
I think you have to look at the benefits that are provided in rela- 
tion to the premiums that are charged for it. 

Senator Adams. My question really is aren't people dropping out 
of it. 

Mr. MoOREFiELT. Oh, excuse me. Retention rates— is that what 
you said, sir? 
Senator Adams. Yes, the retention rate. 

Mr. Moorefield. Retention rate. I do not have those figures. I 
would be glad to explore it with our larger companies. 

Senator Adams. Would you supply them to the Committee, 
please? 

Mr. Moorefield. Yes, s. . 

Senator Adams. Before I go to the last witness. Dr. Feder, would 
you support the Bowen plan? 

Dr. Feder. Senator, I would have to distinguish the cap from the 
way It IS financed. Although I think we should do much better 
than the Bowen proposal, I do believe that we should not ignore a 
chance to make a small improvement in the Medicare benefit if 
that IS the only thing that can be done. 

However, the Bowen plan is financed from premiums that are 
charged equally across-the-board for all elderly. It therefore would 
worsen the financial problem for the lower-income elderly while 
they are unable to spend enough to derive very much of its bene- 
fits. 

So given the financing mechanism, I could not approve the plan. 
Senator Adams. Ms. Crooks? 

Ms. Crooks. Well, at the present time, I do not believe we could 
approve it, but we are willing to look at packaces that you people 
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might propose, but at the present time, we think that this just does 
not go far enough in the right direction, because we are very inter- 
ested in long-term care. But we are willing to look at other alterna- 
tives. 

Senator Adams. Thank you. 
Dr. Brickner? 

Dr. Brickner. Thank you, Mr. Chairman. 

I am a physician from New York City, and I work at Saint Vin- 
cent's Hospital. I am here representing only myself, with a back- 
ground of some 14 years of work in the field of long-term home 
health care for the frail aged. 

The legislation that we are discussing today, in my view, is sig- 
nificant and important in that it insures against the catastrophic 
expenses of those under treatment in acute care hospital beds for 
prolonged periods. 

The legislation is also significant because it uses the Medicare 
program as the mechanism for coverage. 

As we have all recognized here today. Medicare is an empirically 
proven, trusted and reliable insurance program in the viev/s of 
most older persons in this country. However, in recent years, the 
failure of Medicare regulations to allow payment for the cost of 
chronic disability has come under Rcriitiny. The present legislation 
is perhaps the first to focus on chronicity of disease as a matter of 
concern. This is a most important precedent. And I want to empha- 
size that, even though it is in the disguise of coverage for acute 
care, for the first time a proposal has come forth making a serious 
case for dealing with chronic disabilities. After all, a patient who 
must remain in an acute care bed for a year really, in fact, is 
under treatment for a disease which has become chronic. 

Unfortunately, this legislation does not take the next necessary 
m^or step. Its benefits will accrue only to those persons, small in 
number, who must stay in hospitals for lengthy periods. The bill 
will not provide help for the m^ority of older disabled individuals 
who face the much more common financial catastrophe of long- 
term chronic dir.ase while living at home. The bill fails to respond 
to the demographic imperative of the aging in this country. 

A significant proportion of the growing number of older persons 
in the next 20 to 50 years will be disabled and will need help. With- 
out further Medicare amendment, they will not get the help they 
need. 

The frail and disabled aged have few acceptable options for care 
today. Pressure to leave a hospital bed is inevitable once the acute 
phase of illness or injury has passed. Where next? 

Nursing homes are crowded and expensive, and placement in 
such institutions will be increasingly limited to the most disabled 
and helpless of the aged, those that demonstrably must receive 24- 
hour-a-day care. The vast proportion of frail older persons, then, 
will need and will usually wish to receive services at home. 

At Saint Vincent's Hospital in New York where I work, we have 
been caring for homebound aged persons in the community with 
hospital-based, doctor-nurse-social worker teams since 1973. We 
have made more than 18,000 home visits in this 14-year period and 
have had more than 1,500 individual? onder care. Two-thirds are 
women; two-thirds live alone. The common, strongly expressed 
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desire of our patients, whose average age is 83 years, is summed up 
by the remark of one woman as our team arrived for its first home 
visit: Thank God you're here. If only you keep me out of a nursing 
home. 

If we fa'l to act, we may well repeat the catastrophe of the dein- 
stitutionalization movement of the chronic mentally ill. In the 
early 1960s, the civil rights activists of that era combined with 
leadership in State governments to discharge from State mental 
hospitrls— the asylums— many patients with long-term emotional 
illness. In theory, community-bas;ed programs «uch as clinics and 
halfway houses were to serve instead, when combined with the ben- 
efits of new drugs such as chlorpromazine. However, as a walk 
through any msgor city will show, many mentally ill persons are 
struggling without shelter— without asylum— on the streets, in the 
parks, on riverbanks, under viaducts, in train and bus stations. 

The msgor distinction between the chronic mentally ill and many 
of the frail elderly is that the latter will suffer out of sight, in their 
own rooms, apartments or homes, without adequate help. 

It is my personal view that this present bill should be passed. 
Then we should niove promptly on to the next task, which is 
amendment of Medicare to insure against the catastrophic expense 
of chronic disease and to wean it from its present focus on acute 
illness. Arbitrary regulations now bar persons entitled to Medicare 
from long-term services through devices such as the skilled nursing 
and the intermittent caie requirements. It is as though those with 
prolonged illness cannot need skilled care, and that the cost of care 
should be covered only if the disease requires attention intermit- 
tently. 

This makes no sense. We should --ocognize that the catastrophic 
health care problems of the elderly, such as those caused by the de- 
mentias, stroke, chronic heart and lung disease, arthritis, fractures 
of the leg and hip, demand skilled care over the long term. 

Thank you. 

[The prepared statement of Dr. Brickner follows:] 



ERIC 



142 



TESTIMONY ON 
CATASTROPHIC ILLJJESS EXPENSES LEGISLATION BY 

PHILIP W. BRICKNER, M.D. 
DIRECTOR, DEPARTMENT OF COMMUNITY MEDICINE 
SAINT VINCENT* S HOSriTAL AND MEDICAL CENTER 
OF NEW YORK 

APRIL 8, 1987 DIRKSEN SENATE OFFICE BUILDING 

Older persons in the United States particularly F»eed 
protection against the costs of catastrophic illness. This 
legislation is significant and important in its design to insure 
against the catastrophic expenses of those under treatment in 
acute care hospital beds for prolonged periods. The legislation 
is also significant because it uses the Medicare program as the 
mechanism through which coverage will be provided. Medicare is an 
empirically proven, trusted and reliable insurance program, in 
the views of most older persons in our country. However, in 
recent years the failure of Medicare regulations to allow payment 
for the costs of chronic disability has come under scrutiny, and 
the present legislation is perhaps the first to focus on 
chronicity of disease as a matter of concern. 

Unfortunately, this legislation does not take the next 
necessary major step. Its benefits \;ill accrue only to those 
persons, srall in number, who n*.ust stay in hospitals for lengthy 
periods of tix.e. The bill will not provide help for the 
majority of older disabled individuals who face the much more 
common financial catastrophe of long term chronic disease. The 
bill fails to respond to the deirographic imperative of the aging 
m this country, that fact that over the next several decades the 
numbers of those over age 65 years will double from the present 
figure, and those over age 85 will quadruple. A significant 
proportion of these older persons will be disabled, and v;ill need 
help. ;;ithout further Medicare ar.endment, they will not get the 
help they need. 

The frail and disabled aged have few acceptable options for 
care toJay. Pressure to leave a hospital bed is inevitable, once 
the acute phase of illness or injury has passed. Where next? 
Nursing hones are crowded and expensive; and placement in such 
institutions will be increasingly limited to the most disabled 
and helpless of the aged, those that demonstrably must receive 
twenty-four hour a day care. The vast proportion of frail older 
persons, then, will need, and will usually wish to receive, 
services at home. At Saint Vincent's Hospital in Mew York City we 
have been caring for homebound aged persons in the community with 
hospital-based doctor-nurse-social worker teams since 1973. VJe 
have made more than 18,000 home visits in this fourteen-year 
period, and have cared for about 1500 individuals. Two-thirds 
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are women. Two-thirds live alone. The common, strongly-expressed 
desire of our patients, whose average age is 83 years, is summed 
up by the remark of one women as our team arrived for its first 
home visit: "Thank God you're here. If only you'll keep me out of 
a nursing home." 

If wc fail to act, we may well repeat the catastrophe of the 
deinstitutionalization movement of the chronic mentally ill. In 
the early 1960's the civil rights activists of that era combined 
with leadership in state governments to discharge from state 
mental hospitals, the asylums, many patients with long-term 
emotional illness. In theory, new community-based programs such 
as clinics and half-way houses were to serve Instead, when 
combined with the benefits new drugs such as chlorpromazine. 
However, as a walk through any major city will show, many 
mentally ill persons are struggling without shelter, without 
asyluni, on the streets, in the parks, on riverbanks, under 
viaducts, in train and bus stations. The major distinction 
between the chronic mentally ill and many of the frail elderly is 
that the latter will suffer out of sight, in their own rooms, 
apartments or homes, without adequate help. 

I urge that the present bill be passed. Then, we should 
move on to thj next task: amendment of Medicare to insure against 
the catastrophic costs of chronic disease, to wean it from its 
sole focus on^acute illness. Arbitrary regulations now bar 
persons entitled to Medicare from long term services through 
devices such as the skilled nursing and the intermittent care 
requirements. Ir is as though those with prolonged illness cannot 
need skilled care, and that the costs of care should be covered 
only if the disease requires attention intermittently. This 
makes no sense. V7e should recognize that the catastrophic health 
care problems of the elderly, such as those caused by the 
dementias, stroke, chronic heart and lung disease, arthritis, 
fractures of the leg and hip, demand skilled care over the long 
term. 

Pronpt consideration should be given to funding for a 
spectrum of non-mstitutional services for the frail aged. 
Medicare anendnent is a prioity. In addition, new ^orms of 
insurance, innovative uses of personal assets such as home equity 
loans, and various types of personal housing should be 
considered. The "Home and Community Based Services Act of 1987", 
sponsored by Senator Orrin Hatch, is a significant opportunity. 
It allows grant funds to be used across the country for 
innovative home health care programs. Passage of Senator Hatch's 
bill is one of nany actions that will be needed to deal in a 
prompt, temperate, logical, orderly and humane manner with the 
catastrophe of chronic disability among the growing numbers of 
frail and disabled older persons in this country. 



(NOTE: Due to printing limitations , and in the interest of econocQr, :he I986 
Annual Report of St. Vincent's Hospital submitted by Dr. Brickner was retained 
in the files of the Committee.) 
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Senator Adams. Thank you, Doctor, very much. 

The Committee wants to thank each and every member of the 
panel. You answered my question in the course of your testimony, 
Dr. Brickner, and I appreciate that. 

The Committee will now stand at recess. We want to express on 
behalf of everyone on the Committee our appreciation for your 
being here, for your testimony, and as I indicated earlier, your full 
statements will appear in the record. 

[Additional statements and material submitted for the record 
follow:] 
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FebEuaiy 2, 1987 



The BcmoEable Tttd Kennedy 
ChaiEBJ* 

Senate LaboE anC Human ResouEces Connittee 
113 Russell Senate Office Building 
Washington, d.C. 20510 

Dear Senator Kennedy: 

The AmeEican PsychiatEic Association (a medical specialty 
society EepEesenting moEe than 33,000 psychiatEists nationwide) 
and the attached list of con«umeE and pEOyideE gEOups aEe 
pleased to endOESe the pEinciple of nondiscEiminstion against 
the aentally ill and mental health seEvicea embodied in youE 
bill to pEOvide catastEOphic health insuEance coveEage fOE 
eldsEly and disabled AneEicans (S. 210). As you pEOceed to 
Eespond to the legislative pEOcess and amend the bill we uEge 
you to maintain that principle and not limit the bill to 
existing mental illness coveEage limitations undeE the MedicaEe 
OE Medicaid pEogEsms. 

You have had an historic leadership role in helping to ease the 
stigma of mental illness and in fighting to protect those who 
suffer mental illness from financial catastrophe. We know the 
bill you help to enact finally will allow additional coverage 
for the elderly and chronically mentally ill populations and 
will allow their unfunded expenditures on mental health care to 
be included in the cap that triggers a catastrophic 
expenditure. 

Again, the American Psychiatric Association and all of the 
listed groups thank you for introducing a bill that includes 
but is not limited to current coverage patterns. We are 
especially pleased with your floor statement articulating the 
poor coverage for outpatient care under the Medicare program. 

We look forward to working with you and your staff as you 
further consider catastro^ic health insurance for elderly and 
disabled Americans. 

Sincerely, 



i^^'jay B.Vutler 

Special )tounsel and Director 
Division of Government Relations 

JBC/ES/jdc 
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On behalf of the American Psychiatric Association, a medical specialty society 
representing over 33,000 physicians; the Notional Alliance far the Mentally III, 
representing 680 affiliate members nationwide and A5,000 family members of seriously 
mentally \\\ persons; and the Nationol Association af Private Psychiatric hospitals, 
representing over 250 non -governmental private psychiatric hospitals notionwide we are 
pleased to submit, for the record, our views regarding catastrophic health insuronce for 
those with mental illness to the Senate Lobor and Human Resources Committee. 

As the Committee heors testimony concerning coverage for catostrophic illness APA, 
NAMI, and NAPPH hope that you will carefully consider the mental health needs of our 
under 65 Medicare-eligible Americans as well as the over 65 population. Mental illness is 
like any other disease, it can be diognased, treated and can be costly both financially ond 
in human terms. Mental illness is in some ways even more devastating than other 
diseases becouse both private insurance and federal Medicare and Medicaid programs do 
not adequately cover the costs of caring for the mentally ill. While catastrophic 
discussions have focused on acute care for physical illnesses, we should not forget to 
include chronic disabling diseases, such os schizophrenzia or severe depression, in the 
catastrophic debate. These diseases ore as cotastrophic as any physical illness, and in 
many instances, much more catastrophic. 

Our testimony focuses on the extent of the need far mental health care; the cost- 
effectiveness of treatment of mental illness, discriminatory health insuronce coverage 
for care of the mentally ill, ond suggestions for improving psychiatric services under ony 
catastrophic proposal. 
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Mcntol IHness ond Addtctive disorders 

According to the institute of Medicine (lOM) report "Research on Mental and Addictive 
Disorders", 15% of the population suffers .rem serious mental disorders at any c*^ time. 
During their lifetime an estimated 3 million people will develop schizophrenia. It is 
important to note that we are talking about the treatment of a disease — mental illness 
— not the health Aiappiness/achievement of potential/social welfare services. Treatment 
for mental illness moy be as aggressive as many life saving techniques. Direct costs of 
mental illneis were estimated to be $33.A billion in 1983. 

To be more specific about the biological nature of mental illness, within the past few 
years exciting new breakthroughs in the treatment of mental illness have significantly 
changed not only our understanding of the causes of mental disorders, but have also given 
us the obility to effectively treat such disorders. Far example, through recent research 
we have attained the capacity to effectively treat more than 85% of all severe 
depressions using drugs and psychothearapies. We hove verified the exisjence of a 
genetic component to psychoses, and determined that environmental events may trigger 
one's inherited c i^: or predisposition far a given disorder. We hove also refined 
techniques for diagnosing mental illness, which permits treatments to be tailored 
specifically to a patient's needs and ensures comparability of results in clinical 
research. Finally, we hove gained a copocity, through techniques such as positron 
erni*«ion tomography and nucle'^ magnetic resonance, to observe biochemical activity in 
the conscious 'jroin, and define discrete areas of the brain that may be defective in 
certain illnesses. Although there hove been tremendous odvunces in the diagnosis and 
treatment of mental illness in recent years, psychiatric benefits under Medicare and 
private insurance remain in the dark oges. 
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The elderly population is growing and will represent a larger proportion of the genercl 
population (20%) in thirty years. Many elderly people have mere than one health problem 
and may need more than one type of health care provider. Estimates indicate that some 
15-20%, between 3 and 5 million, of our nation's more than 25 million older persons have 
significant mental health problems. Moreover, in 1982 those persons over age 65 
accounted for just over 10% of the U.S. population, but 17% of deaths by suicide. Despite 
man/ mental health needs, the elderly population are denied adequate treatment because 
of 'discriminatory "caps" imposed on psychiatric care under Medicare. 

It is also critical to point out that older Americans are not the only persons eligible for 
Medicare. There are hundreds of thousands of young Americans who are also eligible for 
Medicare through the Social Security Oisobility Insurance Program. Many of these 
persons suffer from serious mental illness, which mokes it very difficult for them to 
work, and therefoie, they become eligible to receive SSOI. It is these most vulnerable 
Medicare beneficiaries, who will need care periodically throughout their entire life, that 
are most hurt by the severe restrictions in the inpatient and outpatient psychiatric 
benefits undur Medicare. The costs associated with the care of the chronically mentally 
til can easily reach catastrophic expenditures, especially when work is not possible. 
These people can also be expected to live a normal lifespan. 

Cost-effectiveness of AAental Heolth Care 

Many studies have documented the offset effect — a reduction in health care utilizc'ion 
when mental health services are provided. For example, one recent NIMH study of Aetna 
Life Insurance Companys claims from 1980-83 for enrollees in the Federal Emplovee 
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Health Benefits Program compared overoll heolth care service use by those fomilies 
using mental health services versus those families not using mcr.tol heolth services. 
Prior to the initiation of mentol health treatment, use of overoll heolth services rose 
graduolly for three years with a sharp increase during the six mont^^s immedioteiy 
preceding mental health treatment. Once mental health treatment was initiated, overoll 
health use fell, and the greatest decreose in health utilization occured for persons over 
oge 65. Overoll, general health use cost $^93 per month for the first six months just 
prior to Initiating mentol health treatment and $137 per montti three yeors after 
treatment. The odditionol cost of mentol health treatment was $13.96 per individuol 
covered by the plan. The outhors of the Aetna study coution that interpretation of other 
datoover sho.t periods of time may mosk the dromotic noture of changes in heolth care 
service utilizaton after mental health treatment commences. 



Limitation in Coveroqe of Psychiatric Core 

Under the current Medicore Program outpatient benefits are restricted to $250 annually 
after coinsurance and deductibles. Inpotient care in a psychiotrlc hospitol is limited to 
190 doys per a beneficiary's lifetime. Both these provisions hove not been chonged since 
the inception of the Medicare program in 1965. These discriminatory benefits do not only 
have a devesting impact on Medicore beneficiaries who need mental heolth services, but 
many private insurers hove modeled their coveroge after the Medicare program's 
psychiatric benefit structure. For example, a survey conducted by APA of 300 insuronce 
ploospubished In 1983 indicated that olthough oil plans have some level of coveroge 
(inpotient and/or outpatient) for mental illness, only 6% of the plons had ootpotient and 
inpatient coverage for mental illness compard)le to thot for physical illness. For these 
reasons, both Medicare beneficiaries ond those persons with private insurance ore greatly 
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at risk of hoving la-ge out-of-pocket exenses if they or a family member sutfers from 
serious mental illness. 

As pointed out eorlier, the odvances in the diagnosis and treatment of mental illness, 
have been substantial since the beginning of Medicare in 1965, however, the restrictions 
in the psychiatric benefits under Medicare have not been revised. Medicare, for 
instance, was passed at a time when most patients were hospitalized in state mental 
hospitals ~ far from their homes and without hope of discharge. jnIow there are many 
alternatives including private psychiatric hospitals and multiple outpatient psychiatric 
medically necessary treatments. The continuation of 190 day lifetime limit prevents 
Medicare beneficiaries from receiving the needed care in the most appropriate setting. 
In oddition, the outpatient benefit of $250 annuolly was put in place in 1965 and has not 
been increased. The benefit is presently worth $60 in constant dollars. Inadequate 
coverage for t.Se full cofitinuum of services needed by serious mentally ill pesons creates 
incentives for inappropriate care which in the long term proves more costly to Medicare 
program and society at large. For example, coverage for partial hospitalizaiton — an 
intensive, rehcbilitation/hobilitation outpatient sevice — moy prevent more costly 
inpatient care or could shorten a patient's length of stay in hosital. It is evident that the 
psychiatric benefits under Medicare have not kept pace with the advancement in the 
delivery of psychiatric care. The time has come to allow the mentolly ill who are 
Medicare beneficiaries the some coverage as those persons suffering from physical 
illnesses. 
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As the Labor ond Homon Resources Commfttee deliberates on catastrophic health 
insurance, we urge the committee to carefully consider the mental health needs of the 
Medicare btrficficiaries. It is essential that funding for catastrophic cere avoid the 
discrimination and stigma attached to mental ilhess. There must be nr "k-discrimination 
within catastrophic health insurance for the treotment of mental and physical illness. It 
is critical that expenditures for mental health services are included in the "trigger" for 
catostropliic costs, and that the inpatient and outpatient limitations under Medicore be 
etiminatec. It is very clear to the families who have dear ones who suffer from mental 
illness that meniai illness is trul/ c catastrophic disease. 

In closiiTg, we believe that Senator Matsunaga*s recently introduced bill, S. 718 co- 
sponsored by Senators Rockefeller of>d Melcher, is a first step in the direction of easing 
the burden for the elderly and chronically mentally ill. However, we hope that all 
discriminatory provisions regarding psychiatric coverage under Medicare will be 
eliminated as part of a catastrophic heolth insurance proposal. 

APA, NAM!, and NAPPH thank you for allowing us this opportunity to submit our views 
and we look forward to working with the committee as you foshion a catastrophic health 
insurance plan for our Medicare beneficiaries. We have appended a letter we sent to you 
' on February 3rd that we would oppreciate being included with our testimony. 
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American Medical Association 



S35NOPTH DEARBORN STREET « CHICAGO. iLUNOtS 60610 • PHOt^E (3^2) 645.5000 • TWX 910-221-0300 



Dear CoAlzmaa Kennedy: 

The Aaerlcen Hedlc«l Assoclatlos Is pleased to submit Its coMients 
coocernlns cstss trophic corersge for besltb snd loag-tera cere needs for 
Inclusion In the record of the April 8, 1987, bearing beld the Labor 
and Buaan Resources Coaalttea on this Issue* tfe have also Included s 
copy of our reco— ■ed i tions for catastrophic health Insurance coverage* 
Ue vottld be pleased to vork vlth you on this laportant Issue of autual 
concern* 



JMICSH SAUMONS MD 




April 21, 1987 



The HonoTsble Sdward M« Kennedy 
Chairman 

Committee on Labor and Human Peaources 
United SUtes Senate 
Washington, D«C« 20510 



RB: Catastrophic Coverage 
for Health and Long-Term 
Care Needs 




Sincerely, 



JHS/jmj 

3026p 
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STATBKBHT 



Of thQ 



AMKSICAM MEDICAL ASSOCIATIOK 



to th« 



Co9nitte« on Labor and Human Resources 
United States Senate 



RB: Catastrophic Coverage for Health and Long-Term Care Heeds 



April 22, 1987 



The AflMrican Kodical Asdociation takes this opportunity to submit 
cements concerning the important issue of catastrophic coverage for 
health and long-tere care needs. For m»ny years, the AHA has advocated 
that catastrophic health care coverage should be included as part of a 
package of minimum benefits in all health insurance plans. Such 
catastrophic coverage can often be provided at relatively small 
additional cost. In addition, even though the vast majority of persons 
would never actually use the catastrophic benefit, its mere existence 
would provide vital piece of mi;id. 

In discussing catastrophic" coverage, it is important to keep in mind 
thac What constitutes a catastrfjphlc cirnense varies from person to 
person — based on individual financial resources. An expense that 
clearly would be catastrophic to a person relying solely on Social 
Security cash benefits might be manageable for an individual with a 
substantial annual income. 
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Catastrophic care expenses can be divided into two categories: acute 
health care costs and lonR-term custodial care costs. Effective steps 
should be taken now to assure all our citizens, including Medicare 



beneficiaries, that they will noh becoioe impoverished if faced with large 
acute health care expenses. Efforts should also be increased towards 
developing mechanisms to cover the potentially catastrophic expense of 
long-term care. 



AMA Proposal 

Ideally, the addition of catastrophic coverage to current Medicare 
benefits should be accomplished as part of a broad reform of the Medicare 
program. With this in mind, we have developed a new program, one that is 
fiscally sound and will assure health care services for the elderly into 

8t 

the 21 century and beyond. Our proposal would provide comprehensive 
protection, including catastrophic coverag<). A summary of our proposal 
is attached to this statement. 
Advantages of Privale Insurance 

The AMA recognizes t'AZt the catastrophic coverage issue is being 
addressed by Congress prior to long-term rerorm of the Medicare progr^ 
because of appropriate concern for the risk of catastrophic expense faced 
by the elderly, while we support the intent of proposals by Secretary 
Bowen and others to expand Medicare to provide catastrophic coverage, we 
believe that such coverage is better provided through private insurance 
rather than under a government program. 



Acute Care Catastrophic Costs for the Elderly 
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The AHA believes that catastrophic coverage could be provided more 

efficiently and effectively by the private sector. Currently, about 70X 

of Medicare beneficiaries have Hedigap policies. These policies already 

provide a considerable degree of catastrophic protection because they * 

must meet the following minimum standards as a result of Congressional 

mandate: # 

coverage of Part A inpatient coinsurance for Medicare eligible 
expenses from the 61st through 90th day of hospitalisation in any 
**spell of illness**; 

_ coverage of Part A inpatient coinsurance for Medicare eligible 
expenses incurred during use of Medicare's lifetime reserve days 
(9l8t through 150th day of hospitalisation); 

upon exhaustion of all Medicare hospital inpatient coverage, 
Including the lifetime reserve days, coverage of 901 of all Medicare 
Part A eligible expenses for a lifetime maximum of up to 365 days; and 

- coverage of Medicare Part B coinsurance up to at least ^^5,000 per 
year, subject to a maximum annual out-of-pocket deductible of $200. 

We recognise, however, that gaps in Medigap coverage do remain. For 

example, the minimum standards for Medigap policies do not require that 

Part A coinsurance for the 2l8t through the 100th day of skilled nursing 

facility care be covered or that such policies provide coverage beyond 

the 100^^ day of a stay. The AMA is also aware that some Medigap 

insurers market expensive policies as well as duplicative policies that 

provide inadequate catastrophic coverage. To remedy these and other 

problems with certain Medigap policies, the AMA believes that the 

legislation creating these standards (Baucus Amendment) should be 

modified to require: 



(1) higher loss ratios (e.g. 75% for individual policies and 851 for 
group policies); 
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(2) policies to clearly state that they do not provide coverage for 
nursing home care (unless they in fact do); 

(3) insurers to offer coverage of additional benefits such as nursing 
facility care that go beyond the restrictive definitions of 
Kedicare (e.g., intermediate nursing service) and unpaid 
physician services; 

(4) insurers to offer policies that include a stop-loss provision 
limiting the insured's liability to a specified amount; and 

(5) insurers to offer a **cUwastrophic only" coverage option. 
CoveraKe for Indigent Elderly 

Currently, about 20X of the elderly have neither Medigap nor Hedicald 
coverage. Most of these persons are poor or near-poor, but are not 
eligible for Medicaid. Innovative approaches should be explored for 
providing catastrophic protection for these persons. For example, 
vouchers could be provided to such persons to help them pay the premiums 
for private Medigap policies that include catastrophic protection. 
Alternatively, Medicaid's ''spend dotm** provisions could be liberalized to 
•How these persons to oecome eligible for Medicaid after they incur a 
specified amount of out-of-pocket costs. 

In any event. In order to provide coverage for this group, the use of 
general federal revenues will likely be necessary. 

Imposing an additional Part B premium may force some beneficiaries 
out of the Part B program, exposing this vulnerable population to 
increased risk. It would be more equit;»ble to provide assistance through 
a means-tested combined catastrophic and basic Part B premium. 
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Government-Funded Pro k ram 

If Congress decides to provide catastrophic coverage through a 
government- funded catastrophic coverage program, the program should 
include the following elements: 

o Coverage should be limited to acute health care costs; 

o Benefits provided should be completely funded through new 
revenues; 

o Revenues for such a program should be segregated in a separate 
account (not in Part A or Part B); 

o The program should provide means-testing through a combination of 
a meanc-related additional premium for all beneficiaries, 
copayments scaling the out-of-pocket expense limit to a 
beneficiary's income and resources, and a tax on a portion of the 
actuarial value of Medicare benefits; 

o Medicare coverage for SITF care should be expanded not only as to 
the number of days tat also as to the type of nursing services 
covered; 

o All Medicare benef iciariei; should participate in the catastrophic 
coverage program; and 

o ^^arate stop-losses should be provided for Pari A and Part B 
expenses. 

Long-Term Care Catastrophic Expenses for the Klderly 
The great area of uncertainty concerning catastrophic insurance is 
the extent, if any, to which such coverage Phould include long-term 
custodial care. The average annual cost of nursing home care per patient 
is about t22,000. As a result, such care often generates catastrophic 
expenses. However, we do not favor inclusion of coverage for custodial 
services in a federal government-funded health program. We are 
particularly concerned that the 60X to 80% of the long-term care now 
provided to the disabled elderly by spouses, other relatives and/or 
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friends trould be shifted to taxpayers. 

Broad personal and faailv responsibility for long-term care should be 
encouraged through appropriate tax and oavinga incentives. Like 
Secretary Boi#en, we believe that personal savings for long-term care 
should be encouraged by permitting tax deductible contributions to an 
Individual Medical Account and by allowing tax-free withdrawal of 
Individual Retirement Account funds for any health or long-term care 
expense. We also support the principle of a refundable tax credit for 
long-term care- ins urance premiums in order to stiroulatfe the private 
market for long-term care, other tax incantives should be explored to 
encourage family responsibility for meeting long-term care needs, m 
addition, barriers to prefundins long-term care benefits provided by 
employers to retirees should be removed. Finally, we believe that the 
federal government and the private sector should work together to educate 
the public concerning the ahh'iuce of coverage for long-term care under 
!edicare and Medigap policies. 



While the focus of the hearing was on providing catastrophic coverage 
for the elderly, the needs of the non-elderly should not be overlooked. 

The AMA believes that adequate health insurance, including 
catastrophic coverage, should be furnished thrcj;sh the employment 
setting, such coverage can and should fc, encouraged by limiting the 
deductibility of employer health insurance premiums only to employers Who 
furnish health plans that provide such coverage and who participate in a 
statewide risk pooling program. Risk pools can make basic health 
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insurance (includins catastrophic coverase) available, at reasonable 
cost, for persons who are uninsured, underinsured or uninsurable. 

While risk pools have been enacted in t%felve states, the current 
exclusion under the Bnq>loyee Retirecnent Income Security Act (SRISA) of 
self'-insured companies from state ref^ulation hap created an 
insurmountable impediment to the establishment of effective state risk 
pools. We strongly urge appropriate amendments to BRTSA that would allow 
states to iv'^sulate self-insured health plans for the purpose of requiring 
them CO comply with state laws* including those requiring risk pools. 

Workers who are laid off should have the opportunity to maintain 
egtployment^based health insgrance for at least several months after their 
termination if they continue to pay the same portion of the insurance 
premium they paid while employed. In addition, we support the recently 
enacted legislation, P.L. 99-272, ^t requires employers to make group 
rate coverage available for terminated workers at the worker's sole 
expense for an additional 18 months. 

Catac'.rophic coverage for low-income persons who lack 
employment-based coverage and who do not qualify for Medical i should be 
provided either through vouchers for the purchase of private health 
insurance. 



The AKA believes that providing coverage for catastrophic acute care 
costs can be achieved at small additional cost and should be aggressively, 
pursued. We believe that &uch coverage can be provided more 
comprehensively by the private sector than under the expan'^ed Medicare 



Conclusion 
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proposals, if congress decides, however, to provide catastrophic 
coverage through Medicare, such a program should be limited to acute 
health care costs and should provide some form oi means-testing. We 
believe that broad personal and family responsibility for lonK-term < 
should be encouraged through appropriate tax and savings incentives. 
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Catastrophic Health Insurance Coverage! AMA Reconynendatlons 



I. Medicare Elderly 

The following recommendations concerning Medicare are intended to be 
short-term pending long-term structural moaif ications of the Medicare 
program necessary in order to stave off its otherwise inevitable fiscal 
bankruptcy. 



A. Acute Care - Private Sector 

• Catastrophic coverage preferably should be provided through 
private insurance rather than under a government program. 

• Tne Baucus Amendment (Section 1882 of the Social Sect^rity 
Act), which specifies requirements for Medicare suprlemental 
coverage, should be materially strengthened to assu * 
meaningful coverage: 

— insurers should offer full coverage policies that include 
a stop-loss provision limiting the insured's liability to 
a specified amount, and offer a "catastrophic only" 
coverage option. 

• Vouchers or tax credits should be used to help the 15X to 20% 
of the elderly vho have neither Medigap nor Medicaid coverage 
to pay the premiums for private Medigap policies that include 
catastrophic protection. 

B. Acute Care - Public Sector 

In the event that the private insurance industry does not 
respond to offer satisfactory catastrophic coverage, then an 
expansion of Medicare should be considered with the following 
principles: 

• All Medicare beneficiaries should participate in catastrophic 
coverage; 

• Coverage should be limited to acute care costs and benefits 
provided should be funded through new revenues; and 

• The program should provide means-testing through a 
combination of a means-related additional preijium for all 
beneficiaries, copa/ments scaling the out-of-pocket expense 
limit to a beneficiary's income and resources, and a tax on a 
portion of the actuarial value of Medicare benefits. 

C. IPng-Tcnn Care (Privatt »ctor Coverage^ 

• Personal savings Co pay the cost of long-term care should be 
encouraged in the following ways: 
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(1) by pemlttlng tax deductible contributions to an 
Individual Medical Account; and 

(2) by allowing tax-free withdrawal of Individual Retirement 
Account funds for any long-tera care expense. 

• In order to stimulate the private market for long-term care 
Insurance, a refundable tax credit should be allowed for 
long-term care Insurance premiums. 

• Barriers to prefundlng long-term care benefits provided by 
employers to retirees should be removed. 



II. Working Population 

Adequate health Insurance providing specified nlnimum benefits. Including 
catastrophic coverage , should be furnished In the employment setting. 
Such coverage should be encouraged by limiting the tax deductibility of 
employer health Insurance premiums only to employers 



The development of a statewide rlak pooling program is essential to make 
coverage available to high-risk individuals, uninsured and underinsured 
individuals and snail employers. /XI insurers, including the self- 
insured, should be required to participate in such pools. Necessary 
amendments to ERISA should be made in order for the State to create 
effective pools* 

III. Medicaid and Near Poor 

State Medicaid programs should provide uniform benefits to afford 
conprehensive protection including catastrophic coverage, with full **wrap 
around** coverage for the Medicare eligibles. Access to a wide range of 
provider and physicians should be assured through equitable reimbursement 
levels* 

Catastrophic coverage for low-income persons without employment-baaed 
coverage and who do not qualify for Medicaid should be provided either 
through vouchers for private Insurance or a Medicaid program expanded to 
cover those in need. 



who furnish health plans that provide the specified adequate 
benefits and cataatrophic coverage, and 



who also participate in a statewide risk pooling program. 
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Stotement to the 
Senate Lobor ond Human Resources Committee 
by the 

Americon Veterons Committee 
on the subject of 
"Catastrophic Heolth Insuronce" 



The American Veterons Committee oppreciotes the opportunity to have its 
views brought to the ottention of the Committee on the urgent question of ''coto- 
strophic heolth insuronce." 

AVC is o nationol orgonizotion oF veterons of the United Stotes ormed 
forces, organized during World Wor II, which olso includes veterons from World 
Wor I, Koreo, ond the Vietnam Wor. 

The AVC Is very much concerned obout the current situotion of heolth care 
in our country. The United Stotes is the only industriolized notion in the world 
that has no system for guoronteeing heolth core for oil . AVC has long been on 
record in fovor of o notiona* heolth insuronce that would jee to it thot every 
Americon has the heolth core thot he or she needs. 



March 3, 1987 
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AVC's National Affairs Platform calls for: 

"1 . Increased Federal expenditures for research in the prevention and 
care of illness. 

"2. Expansion of medical insurance and group medical k.ct<: plans, 
including a plan for national health insurance. 

"3. Expansion of public health facilities and services, hospitals ar>d 
nursing homes, wif'iout 'egcrd to race, color, anceshy, national 
origin, religion or sex." 

We have a population of oging Americans. The aging population is the 
fastest growing population in the nation. U.S. Census Bureau statistics for the 
year 2000 show 35 million people over 65 and 5 million over 65. By 2000 two 
out of every three males over }he age of 65 will be veterans. Yet our health*-care 
provisions have not token account of this demographic reality. For veterans this 
has become a startling reality with the recently imposed limitations on the avail- 
ability of the VA hoipitol s>.:em to veterans. 

A 1985 Report based on the 1983 Survey of Agir>g Veterans ir>dicated that 
two-thirds of veterans experience limitations in their activities due to disability or 
poor health, and it was urged that the VA should plan for these veterans over 75. 
These stafiftics reveal the extent of the problems of the aging veterans population. 
But that VA system which veterans have traditionally counted on will not be there 
for them— unless their illnesses are service-connected or they pass a means test. 

This means that hundreds of thousands of cider veterans who would not have 
hod to seek heolth core services will now hove to fum to other sources. Even if their 
Income* "re above the poverty level, if they are not employed or do not have good 
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private health care insurance plans, they find themselves out in "no-man's land." 
They, like their counterport non-veterans, Avill find themselves vulnerable to the 
"catastrophic" impocts of serious and long-term illnesses which beset the elderly 
and which drain their meager resources and wipe them out financially. 

Furthermore, there is strong evidence that the safety net provided by the 
Medicaid program is full of holes. It is available to less than 50 percent of the 
population living below the poverty level . Numerous studies have indicated that 
the amount of health core received by the insured population and the uninsured 
population is striking. Those who need health care most often are the ones least 
likely to get it under cunren* laws and regulations. 

Therefore, the Adrr.inistration's proposed cuts i.. Medicare and Medicaid 
are irresponsible and can only exacerbate an already horrendous situation. When 
the AMA, the American Nurses Association, the Federation of American Health 
Systems, and the American Association of Retired Persons, get together to protest 
these proposed cuts in the Medicare-Medicaid programs, it is time to pay attention. 

When the Deportment of Health and Human Services held hearings around the 
country on Secretary Sowen's proposals for the elderly to be able to meet the costs 
of "cotostrophic illness," AVC's National Affcire Chairman Ben Neuftid testified 
in Oakland. We are attaching his detailed testimony to this Statement. 

Essentially, AVC supports modifications to the Medicare porgram to make it 
more sensitive to the needs of beneficiaries with high-cost health problems. AVC 
does not, however, support the concept of a Medical IRA, primarily on grounds 
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of financial impact. Most important, we urge fuif attention and relief be given 
to the health care needs of persons with low incomes, and those with no health 
insurance, people for whom relativel/ low costs for health and hospital care are 
** catastrophic 

Two major criteria must be used in developing such a program. They are: 
Fairrws;. It must be, and appear to be, of help to all members of soceity 
who need help in meeting health core expenses, in proportion to rheir need. 

Universality. It must be available to all persons in such need, wherever 
in the country they live. Unlike the present Medicaid program, your solution 
cannot be dependent upon state largess, and we believe your Committee should 
recommend a wholly-Federal progrom . Some states have shown that they will 
provide only the most minimal program; states hove also demonstrated that they 
will use their political power to prevent imposition of the Federal penalties 
prescribed by low as inducements to them to implement programs. 

It must be emphosized that any serious proposal must include protection for 
older Americans for long-term care, such as nursing horre care. Neither lower 
nor middle income fomilies can finance nursing home core, with annual costs 
averoging $22,000 a year. Any plan for "catastrophic heal4i insurance" must 
include provision for elderly veterans and non-veterans who must draw upon life- 
time savings (if they hove them) to finance the expensive long-term care often 
needed in the so-called "golden" yeors. Both ocute care and long-term care 
costs are truly "catastrophic" for the older generation . It is incumbent for the 
nation to oddress these unmet problems. 
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We one Secretary Bowen a debt for opening up this issue at a time when the 
heolth and well-being of million of Americans is being jeopardized by the lack of 
adequate private and public health insurance. While Or. Bowen's proposals are 
welcome, they do not go far enough to meet the problem. We urge the Congress 
to enact the needed legislation so that elderly Americans with lower and -niddle 
income resources may receive the amount and kinds of health care that they need. 
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Statenent of the 

American Veterans Corsittee (AVC) 

1735 DeSales street U'ashinFton, DC J3C 202 639 8606 

Before the 

?rlvate/?vbllc Secror Advisory Comlttce on Catastrophic Illness 
Departaent of Health and Fluran Services 

31 July 19Sc 

Presented by 

Ben K'eufeld llcnber, National Board 

Chalrnan, h'atlonal Affairs Cocalsslon 

20CC Linda Flora drive Los Angeles, California S0077 213 471 4052 

I an Ben Ileufeld, a oeaber of the riatlonal Board of the Aaerican Veterans 
Cocziittea (AVC). Ave Is a national organization of veterans of the United 
States Araed Forces, organized during Uorld War II and Including also veterans 
who served during V/orld far 1, Korea and Vletnaa. Our first national 
convention was held just forty years a^o, 

•a appreciate the opportunity to participate i 1 this forun. Our statenent 
will touch upon the tvo matters mentioned 1 . the general description of 
Stcretaiy Bowen's proposals circulated by t»ie Departncnt and then discuss the 
nature of "catastrophic Illness". 

First, however, we would point out that this series of foruas would not have 
been necessary - certainly not In Its present fom - If the United States had 
sons fora cf national health progran, e aechaniaa throu.^h which all Acerlcans 
wuld be aeeured access to health care and the neans of payia-; for it without 
re/zard to the ciretiostances of any Indlvidtial patient. 

Of the Secretary »e proposals, the first concerned the Medicare progran and 
oodlflcatlons to aake it »ore responsive to cetastrophlc 111-*S8 defined in 
terns of the length of a period of lllnees» therapy and rehabilitation. This 
is a good idea. Ue have never been h^y with the need for private, outside 
insurance to cover a elgnlflcant portion of vhat Medicare was advertised as 
providing for the elderly person. Ae an alternative use of aoney now spent 
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on Medisap insurance preriuns, the ld«A of buyln;: "deductibles Insurance" c 
insurance for non-co^^ered services raakcs sense. Of course, it ray be a viiile 
before such insurance is available ct reasonable cost for appropriate bundles of 
services. Lonfj-tem care and dental care arc available only for selected ':rouos 
now; the costs are hi';h and the dental benefits are largely packaged for youn-* 
families. So, Dore \nr\z vill need to be done before specific alternate -jrcniun 
ideas can be evaluated '^itii an;* precision. 

Anccner alternative which ha^ been under discuss* on for sonc tine should also be 
explored: broadeninj the services i^hich arc included in the riedicare -jacka^e, 
particularly dental sorvices, prescription drugs and intemediate-lcvel Ion 3- tern 
care. Eaci. of these can cause a cajor drain of the resources of an elderly 
person and his or her fanily. Ue call upon the Departnent to -rublish such 
actuarial information as it has and can develop on these three services so that 
ue and all intrrested parties can analyze it and offer recomendations for 
Federal and other action. 

An aspect of the Secretary-' s proposal for Medicare nodification particularly 

withy of nention in this age of reducing hospital stays is the reduction of 

coinsurajice for skilled nur8<*x3 care. One r aeon we consider this irportar.t is 

that it should reduce confusion about *^t Iledicare will do for a beneficiar:'. 

Another is that it Si.ould nakc nore apparent than it is now xAmt liedicare does 

not do with respect to lons-tem care. r.ost important, of course, is that, 

v.'hile fikil3/d nursins care ia a need for oany older patients, it is a resource 

in short supply in aany connunities; this recognition of the need nay help 

are 

exi:and the availability of such care. The econonics of lonjt-tem care^such tJiat 
relatively snail differences in reiraburaenent seen to have relatively larre 
consoQuences. 

The other of the Secretary's proposals is the Individual Jlcdical Account (IllA). 
Our national Board disctissed the concept sone years ar-o and rejected it, or.d v-c 
still find in the idea not onoush positive aspects to irarrant the ta:; loss to 
the treasury and our support. Let us set forth our objections. 

First, the II «^ would, like the faniliar IHA, have a rAxirar^ contribution ev^r;- 
year. Whether this is expressed as a flat dollar £j:»unt or as an amount related 
to a person* 8 ocjdnun deduction deduction troa wases or salary under FICm, those 
uith the least available incone would least be able to taJ:e advantage of the 
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shelter and least be able to ♦inaiice tJielr health care needs. That is, the T'l. 
YAuld benefit the niddle class •without providing corcrcnsurote '■jencfit to persons 
of lesser incone, those who nost need the assistance. Thus, it is not, as is 
sussecteri, on across-the-board partial solution to the potential financial 
inpact of health costs. 

Second, the i:*^ as described by Dr Boven wuld be used to pay for lonf-tem 
care. The present cost of such care is estir:ated to avera^^e $35,000 per :.ear, 
indiding both skilled and loi;er- level care in a facility. Hore care renerall;* 
represents a lower total cost and a lower cost per patient, but this is true 
largely because it is intcmittent. Unit costs, however, are not ^^reatly lovrer 
than equivalent care in nursing hones for nany services. With the cost to the 
patient as the standard, then, the anount of aoney available to pay for lonn- 
tera care would not buy very nuch care unless the central dopositorj- could count 
upon continued hijh interest earnings. In this sense, it could fall upon hard 
tines just as the /tospital Insurance Trust Fund has, to the detrir.ent of its 
beneficiaries. 

If the IViPi deposits, indbdinj both worI;er deposits and interest earnings, are to 
be available also to pay for other kinds of health care, then predictability is 
even further conpronised. 

Third, Secretary Bouen's description of an Iiyv is fairly straight fonvard. 
However, Peter Ferrara of the Cato Institute has devised a far more conplex 
adnlnistrative schene relatina deposits, earnings and expenditures to ^!edicure 
utilisation, deductibles and coinsurance and to cash tjlthdrarals. This schene 
reverses the simplification in the Medicare modifications proposed by the 
Secretary and nake It difficult for an individual to plan utilization of the IlIA 
and neaicare benefits. There is also soae possibility that the I1!A will be able 
to »/ork only on an annual cycle, at least as far as deposits are concerned. 
Because illn-ss and disability do not respect calendars, this could further 
disrupt understanding and utilization. I^e do not see sltsplificatlon as a soal 
in itself, such that benefits should be dropped to enhance understandln;*, but, 
other factors bein,*? equal, the sinpler prooran is the more deaireable. 
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Finally, xie want to discuss what "catastrophic illness" is. The tcm literally 
refers not to the nature of an illness but to the cost of care for an illness. 
Sor;e illnesses \;ith catastrophic effects do net involve catastrophic costs of 
care. At one tine, the subject vas Jmown as "the catastrophe, cos^" of illneec. 

Vhen it becare necessary to define the tern quantitatively, however, the 
insurance oeorle and acadenic resecuxhers tended to use tn«nselves as standards 
and to establish lev< Is of cost that vould be catastrophic to the-., p;iven tl.eir 
ovn personal ar^ finily insurance coveracre, enploynent-related health benefits, 
assets and vdllincness to reduce their own standards of livinf?. The result is 
that catastrophic or "najor medical" coverage becones effective only after a 
deductible of ten or tventy five or raore thousands of dollar?, the hipher the 
deductible neanins the lower the preraiun. Kotice, hovever, that we are taL'in? 
about nulti-thousands of dollars as the threshold. 

But, consider that not all people vho are li):ely to re<;uire care of catastrophic 
cost are regularly enployed in places where health insurance is offered. Jtany 
lot)>-incone people vork ulcere only the rjost basic health insurance benefits are 
available, at considerable cost. Hi)7ht roi7, there is a significant copulation 
Yihich lost its coverage v-hen it lost its enploynient. And, the lonn-tem unen- 
ployed and even ncny employees of narsinal business and industrial fims and 
household enployecs have no access at all to insurance at affordable prices. 
For then, the threshold is nuch lower. 

For sone of these people, t4edicaid nay be available. With cutbacks in Federal 
and state funding, hovever, the Kedicaid-elifiiole population has been shrinkins, 
at different levels in different states. 

Also, for sone of these people, a health care e^qsenditure of one thousand dollars 
nay be beyond "catastrophic**. The practical threshold nay be only a fey hundred 
dollars - if the provider will accept snail payments over tine. 

^urthenaore, Iledicaid reirabtirsenents in some states are so snail and clov and the 
panenx)rk said to be bo burdens one that patients who have Iledicaid coverage are 
not velcone in the offices of sone providers, naltin;; snatial access a nore 
inportant factor in r^ceivin^ care than ability to nay. This is a natter to 
\;hich this Connittee shou.^d devote sone attention. 

To naintain perspective, we renind the Connittee that it was only vdth the 
creation ot the r'.edicaid prosrati that the cerr "ncdicall:* indirrent" caric into use. 
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It describes those people \;ho, although they have low incomes, are able to neet 
all of their needs until they incur major health care costs.^ These "nedically 
indi.'^ent" people could be helped witn their health care obllf^ations even thou.ih 
they were not recipients of financial grants under one of the Federal-participation 
assistance prograns. In other words, in 1SC5 there was recognition that catastro- 
phic cost of health care involved costs lover than thousands of dollars for sone 
people. Still, state covera-e of tlie nedically indir^ent i/as nade voluntary v-hile 
coverage of those receiving aid under the public assistance cate.'jories was nadp 
nandatory. Only a few states covered the nedically indigent at first, but the 
nuabcr increased gradually until the last few years, v.-hen budget crisc , started 
to cause states to restrict Medicaid in various ways, includinn dropping tne 
nedically indif»cnt population altogether. 

But, the problen renains. t'e therefore surest that your Connittee specifically 
define its mandate to include the develoonent o^" guidelines that will pemit the 
Secretarj- to create and evaluate proposals for having the catastrophic cost of 
illness covered by prograns that will truly serve fanilies of nodest and low 
income and those vrfio lacl; access to affordable insurance. 

It is vital that you do this quickly, for t\K> reasons. One is that you do not 
want to run out of time yourselves and you will orobably ivant to collect and 
study nore hard data and opinions before you submit j-our final re-sort to Dr Eoren. 
The other is that, even as you are conducting your oim study, others in the 
Department are preparing legislative and re-julatory proposals that v^-ould further 
restrict the availability of iledicaid assistance. V/e refer you to the IJew York 
Tines of 13 July. The story .does not say rrfiether the Health Care Financinr 
Administration (HCFA) or sone part of the Office of the Secretary is leadini? this 
oi'fort, but it suEsests that sone old issues, once resolved, are bein^ reopened 
in order to reduce the bud£etary impact of Medicaid, even at the cost of irrjov- 
erishnont of sone portions of our society. This is sone thin?, vhich AVC, and, 
we thinJ:, Americans generally emphatically reject. 

AVC, havine urged you to undertal;e more vwrJ' which ri)l be perceived as 
un\;elcone by some \-ith "-hon you have to coo;^erate, offers to trj' to be 
of assistance if you call u.^on us for our hel-?. 



178 



ERIC 



174 



Rehabilitation Institute of Chicago 

34S East Sypeftc* Street. Chicago. Illinois 606t l (3i2) 906 6000 Wrrter s o-rtci <s.*i ftumbtr 



Henry Betts, m.D. 
Vice Chairman and Medica). Director 
for the 

Rehabilitation Institute of C^^icago 
on 

Catas*- '-ophic Health Insurcnca 
ITor the 

Sciate Labor and Huaan Resources Committee 
April 8, 1987 




A M»rrvt>e' ot Tht McG«w MediC«> C«nt«« ot NO«thM>sle«n Un>ver|)tv 



17.B 



175 



1 



Senator Kennedy, I would like to take this opportunity to 
thank you fcr your interest in the issue of catastrophic illness, 
and express, at the same time, my hopes that 3 solution to this 
tragic dilemma may soon be forthcoming. 

The recommendations which follow are the resull of what we 
at the Rehabilitation institute of Chicago see on a daily basis 
and reflect the experiences of the physicians and staff of the 
nation's leading facility for research, teaching, and treatment 
of men, women and children experiencing the effects of a wide 
range of severe physically disabling conditions. 



RECOMMENDATION #1 



1. That any and all initiatives in relation to coverage for 
catastrophic illness do not apply age as an indicator for 
when they become effective. 

Discussion: 

Throughout its thirty threo year history, the physicians and 
staff of the Rehabilitation institute of Chicago have dealt 
solely with patients whose cases can only be considered 
madically, socially and economically catastrophic. Over the past 
decade, for example, the Rehabilitation Institute, a member of 
the federally des^ .ted Midwest Regional Spinal Cord Injury 
System and a research and training center for brain trauma and 
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stk-oke designated by the NIDRR, has treated more than 3,500 cases 
of Cerebrovascular Accident; more than 2,000 c .ses of brain 
trauma; more than 3,000 spinal cord injuries; and more than 
1,000 amputees. More than 85% of these individuals treated for 
severe disabling conditions are under age 65. Any program which 
activates at age 65 or above vould leave uninsured the population 
under that age which may fall victim to highway accidents, diving 
injuries, disabling conditions resulting from disease or illness, 
those bom with congenital deficits and chose who may not be 
eligible for coverage because of restrictive and/or exclusionary 
clauses presently common to a variety of American insurers. 

RECOMMEHPATIOH #2 

2. That a i xversal cap of $2,000.00 be placed on out-of-pocket 
expenses f:>r all Americans involved with catastrophic 
illness, regardless of age, employment status, or material 
circumstances . 

Discussion: 

As has been pointed out in numerous media reports, medicine 
has created its own "cycle of poverty" through he process by 
which individuals become liable for deductibles and cost sharing 
arrangements whic.i can run into the tens of thousands of dollars. 
To be eligible for state financial assistance, certain guidelj.nes 
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must be met. While these vary from state to state, nearly all 
states require the liquidation of material assets; an income 
level which nears the poverty line; and the e^^haustion of all 
other avenues of financial si^pport. Usually, by **he time a 
patient has finished with care for a severe illness, iniury, or 
disease, they ent^r the beginning of the "medical poverty" cycle. 
If medical rehabilitation is required, they are pulled more 
deeply into it by the simple factor of accumulation of costs. 

Further,', the lifetime care costs of severe brain trauma, 
quadriplegia; and some congenital deficits can often exceed half 
a million doxlars per case. This figure is acknowledged ir the 
insurance industry and by state and federal agencies. It 
encompasses attendant care, specialized housing requirements, 
transportation, recurrent medical and medically related expenses 
such as supplies and more. To expect any one Individual, family 
or organization to cover such prohibitive costs runs counter to 
the administration's stated policy of establishing a "safety net" 
for those who fall between the "cracks" in t.^e system. 

RECOMMEWPATIOH #3 

3. That the definition of "catastrophic illness" be broadened to 
inriude congenital de-f^.cits, trauma, illness js, diseases, and 
injuries resulting in tha need for complex and/or long term 
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acute hospitalization, comprehensive tihysical 
rehabilitation, and nursing hone care. 
Discu&sion: 

Presets ly the crisis in catastrophic illness coverage is 
defined by economic parameters, leaving little room for the 
medical implications of specific diseases, conditions, and 
infirmities to be discussed. 

At the Rehabilitation Institute of Chicago, we have learned 
there are not only the clear and noticeable functional issues 
related to disability, there are also on-going medical and 
environmental issues implied by a disabling condition. Paralyzed 
persons, for example, face a lifetime of potential complications 
raised by matters of bowel, bladder, and skin management, as well 
as potential complications from scoliosis, psychosocial 
adjustment, ana such seemingly remote fa tors as those raised by 
a largely inaccessible environment. 

While all of these potential difficulties have economic 
corollaries a strict, financially defined model doesn't always 
take the complications into consideration. For example, while 
paralysis can easily be defined as catastrophic, decubitus ulcers 
may not be. However, medical practitioners .*<now these are often 
complex and costly to treat, and may, in themselves, become both 
medically and thuc economically catastrophic. Unless Ihese 
implications are taken into consideration, catastrophic illnoss's 
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long term effects may not be -overed in any policy initiatives 
formulated solely on the basis of the cost of a single 
catastrophic incident. 

RECOMMENDATIOH #4 

4. That the Federal govemment act to limit the application by 
private insurers of exclusionary and other restrictive 
clauses. 

Discussion: 

It is no secret that competition has entered the field of 
health care, and that es competition for patients increases, 
providers are relying more heavily on business and managerial 
practices to survive. 

One of these practices is to restrict the admission of 
patients who may be insured, but, whose policies carry 
exclusionary and restrictive clauses for pre-existing conditions. 
Such exclusions exist for a variety of diagnoses but ranking high 
among them are cancer, heart disease, circulatory disorders, 
neurological disorders, and chronic illnesser. 

Where the insured, but excluded, individual is to turn for 
economic issistance is largely a matter of his or her own 
device**. Often it is not unusual for middle class Americans to 
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suddenly have to turn to state Medicaid programs for assistance. 
As was mentioned in an earlier recommendation, this can only 
occur after the infirined individual has exhausted all personal 
resources, and liquidated all arsets. 

By design, insurers deal with risk and risk pools. It seems 
only reasonable to expect that the drain on these pools will 
increase as the nation's population increases in longevity. in 
that case, a new approach to managing risk is required — one which 
will not penalize the infirmed in favor or w^at is fast becoming 
a preferred patient population. 

I appreciate the opportunity to present our views and I hope 
you will let us know if we can provide any further information. 
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TESTZMOKY OF THE CYSTIC FIBROSIS FOUNDATION BEFORE THE 



SEKAXn COKMITTEE ON LABOR AND HUMAN RESOURCES 



March 11, 1987 



*************************************************** 



Mr. ehairman and Menbers of the Comittee: 

On behalf of the Cystic Fibrosis Foiindation, I want to thank you 
for the opporttmity to testify on the iissues of access to health 
care and catastrophic illness insurance. I offer ay observations 
as the president and chief executive officer of the Foxindation, 
but more importantly, 98 the parent of a twenty-year-old sen with 
cystic fibrosis. 

The C02daittee*s longstanding support of health xssues and the new 
widespread interest in catastrophic illness insurance have brought 
some of the nation's most \mresolved health problems to the 
forefront • While much ^f the attention has been focused on the 
lack cf access and affordability of health care for the growing 
elderly population, I would like to discuss a population that 
faces the tragedy of insurmountable health bills at a far earlier 
age. 
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Those who suffer froa cystic fibrosis (CF) and their feuailies Are 
not trnlike the elderly in facing extreme financial difficulties 
brought on by illness. The difference is that cystic fibrosis 
strikes young families before they even have the chance to build 
up assets, imposing a warrant of financial hardship and inadequate 
access to health care with the birth of a child. 

This genetic disease occurs every time two of the 12 million 
Americans who carry the CF gene produca a child who inherits the 
gene from ea' h parent. The disease caises the body to produce a 
thick mucus which clogs the lungs and lipairs digestion, 
ultimately leading to death from repeated lung infections and lung 
damage. Improved treatments, including advanced antibiotics, 
pancreatic enzymes, and physical therapy, row eneibla half of the 
children with CF to live into their early twenties and beyond. 
Moreover, research on this disease holds the promise of new 
treatments in the future. 

However, the cost of care — especially when a family is excluded 
from the private, for-profit insurance system in this country, as 
many as them are — can drain a family both emotionally and 
financially. The CF treatment regimen consists of up to bO pills 
a day to aid digestion and prevent or control deadly lung 
infections, combined with daily physical therapy wheie children 
are clapped on the back and chest in various positions to try to 
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dislodge th* stlcJcy bucu«. With one or more two-week visits to 
the hospital for Intensive antibiotic therapy, the average patient 
faces soae $10,000 per year in aedlcal costs. Hospital visits, 
physical therapy, medications, and use of oxygen Increaca as the 
disease progresses, bringing fanllles $100,000 yearly medical 
bills that baxint their lives now emd shape future lives of 
poverty. The magnitude of this health care burden Is evident in 
the estimated $300 million bill that these families are somehow 
supposed to pay each year. 

We could provide many individual examples of the tragedy 
Tinaffordeihle and imattainable health care has caused families 
with CF. stories where parents have been locked into jobs because 
if they were to move they would 'lose health insurance coverage for 
their child. Cases where parents hive been forced to stay hone to 
care for their child, only to find that obtaining an individual 
insurance policy for on individual with CF is next to impossible. 
Their experiences Include the painful discoveries of exorbitant 
insurance premiums reaching $1000 per month or more; pre-existina 
condition clauses excluding the very health care that is most 
needed; and long enrollTiient peiic-Js with no provisions for interim 
health care costs. These are the horrors that 'families face daily 
as they strive to find a way to afford the care their children 
need. If they look to the government for help, they find that the 
Idlosyncracles of a particular state's exi9lbility requirements 
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and cov«rag« datar&inas thair fata. If thay look to fadaral 
prograai, supplaaantal •acurity income or disability insurance, 
thay 2ind that their child aust already be disabled and their 
faaily poor to qualify. 

In essenca, fanilies affected by CF face a double-edged version of 
the proverbial "spend-down" associated with catastrophic illness. 
Not only must they sink to the level of poverty to receive 
govenuDfnt assistance, but. thry mist watch helplessly while the 
diseab^ prog^osses to the point where the child's heelth is 
''spent-down"' so as to be legally disabled and eligible for 
assistance. Thw s. *nd-down in finances dooms many families to a 
lite of poverty that they cannot ever arise from; in a progressive 
disease like CF, the spend-drirfn in health is even more final. 

There is one group of individuals with CF that especially 
symbolizes the tragedy of catastrophic illness today. These are 
the young adults with CF — those who have managed to survive into 
their late teens, twenties and thirties. For them, the victory of 
winning against this disease long enough to see adulthood is 
brought face-to-face with an insurance system des;'.gned to make 
them losers. Many of the CF adults who -cr<* cov/ired by their 
parents* insurance policies find that at age 18, or 20, or 21, 
they are kicked out of the health insurance nest. In the few 
cases where they can be ke. under their parents* policy, the 
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price is high — a forced ••dependent** itatus for an individual who 
has More than earned the right to live as a young adult. To 
remain a dependent on their parents' pla*., many CF adults forsake 
Barriage or career plans « kept prisoners by the only insurance 
they can get. 

For those who can or Bust work full-time, CF adults face rejection 

from companies that refuse to hire them for fear that they will « 

negatively affect the group insurance plan* In some states, 

adults with CF face another rejection in aid programs* Even if 

they were covered as children under Crippled childrens Services, 

they discover there are no provisions for them in adulthood* 

Punished by an insurance system that faults them for surviving 
into adulthood, many of these yoxing adults find themselves wishing 
for permanent disability just so that the burden on their families 
would be reduced. The pervasiveness of this problem was evident 
in the Cystic Fibrosis Foundation's most recent survey of CF 
families on insurance* The survey found that one hundred percent 
of the adults with CF had difficulty getting insurance, with 
thirty percent of these adults having absolutely no insurance. 
More than half of those insured described their coverage as 
inadequate. 
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The individual probl«m» of both children and young adults with CF 
can appear insuraountabls. B-^:: taken together, their experiences 
repeat a theae. They produce a «et of four basic insurance needs 
that can be achieved with your leadership. By addressing these 

» issues in catastrophic illness or access to health care 

legislation for the \mder-65 population, a majority of the 
financial hardships associated with cystic fibrosis and many other 

* diseases could be eliminated. Therefore, the Cystic Fibrosis 

Foundation respectfully suggests the following as critical 
touchstones in your legislation: 

1) ACCESS FOR THOSE WITH PRE-EXISTING CONDITIONS. 

As a genetic condition, cystic fibrosis is present from birth. 
Therefore, our children and young adul^^ do not have the luxury of 
joining a good insurance plan and then developing cF, a situation 
in which they might receive adequate coverage. Instead, the 
^pre-existing condition" label is attached to them even when they 
are in fairly good health, often leading to rejection from ever 
Joining a traditional insurance plan. 

2) REASONABLE FREHIUM9« 

All the insurance plans in the world will not provide health 
coverage if the premiums are \maffordable. Those whose finances 
are already stretched with daily CF care generally find it 
impossible to pr.y the prohibitively expensive premioins associated 
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vlth an individual insurance policy* Moreover, many insurance 
coBpanles require that the premium be paid for an entire year 
before any costs assouiatcdl with .ystic fibrosis or any pre- 
existing condition are covered. Therefore, even feusilies who 
might be eO^le to afford the premiums are forced instead to use ^ 
their money to pay for the health care needed now. 

3} RXocxaanoH of all hsalth care costs. * 

It is well known that insxirance companies do not pay every cost 

associated with every health care condition. For OF, such costs 

go beyond deductibles and over-the-counter medications to include 

home health care, special diets, durable medical equipment, oxygen 

and medical services such as respiratory therapy. Any of these 

costs associated with the regular care of OF can be enough to 

deplete a family's assets. The alternative, not to provide care 

or supplies, is often a precursor to death. Hany adults with OF 

cannot afford the antibiotics or pemcreatic enzymes that would 

maintain their health. Legislation to improve access to health 

care must do more than address the hospital setting; it must 

address the many facets of good health care that can keep people 

out of the hospital. 

4) NOT DEiaan>IN6 POVERTY OR TOTAL DISABILITY. 

The current system of financial assistance for those who have 

already expended all their assets addresses the problem of 
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catastrophic Illness too late. Its victims are the middle and 
lower-middle classes, who do not have the resources to pay for a 
catastrophic illness entirely by themselves, but are not poor 
enough to immediately qualify for assistance. The creation of a 
plan that does not base eligibility on poverty or total disability 
could enable families affected by cystic fibrosis and other 
catastrophic illnesses to secure health care at a survivable cost. 



Options for meeting the health care needs listed above have 
recently gained greater public awareness. Whatever solution is 
ultimately chosen, we cannot overemphasize the need to include the 
under-65 population as an integral part of that picture. 

One option under consideration is a catastrophic illness risk pool 
system for the medically uninsurable. The Cystic Fibrosis 
Foundation enthusiastically supported risk pool legislation during 
the 99th Congress, despite the disappointing resultr that merely 
encouraged and did not require states to set up risk pools. 

We would encourage any efforts to consider risk pools as a means 
for making health care accessible individuals with catastrophic 
illnesses. For such state-oriented legislation to be effective, 
however, it must mandate and provide support for state 
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participation* We would also request that the coiomlttee pay close 
attention to the cost of risk pool premiums. In order that the 
risk pools provide an actual alternative to Individual Insurance 
coverage costs* Ultimately, a sliding sc^le or subsidized premltim 
may be essential for those who otherwise cannot afford to buy risk 
pool or alternative types of coverage* 

Regarding other potential solutions, we arOc only that the 
considerations raised above be implemented, for they will truly 
determine whether the current hardships of those facing 
catastrophic illness receive relief* Those who suffer from cystic 
fibrosis and other catastrophic health problems can individually 
show great strength and commitment In the face of illness, as seen 
in our children who survive into adulthood* But those same 
"fighters" cannot win against a health care system that overlooks 
their very health needs* 

Mr* Chairman, the Cystic Fibrosis Foundation thanks you for your 
recognition of the need for improved access to health care for all 
Americans, especially the needs of children and young adults, and 
wo support your efforts to find a solution that will make health 
care accessible to every American* 
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Mr. chainnan and senbers of the Senate Comnittee on Labor and Human 
Resources, my na»e is Dr. Robert J. slater. i am vice President for 
Hedical and coonunity Services at the National Multiple Sclerosis socie^. 
«e represent 450,000 people across the country through our national office 
and network of 140 chapters and branches. 

I am presenting this testimony on behalf of the National Multiple Sclerosis 
Society and the cjorlition for heslto insurance avmlabihty, a coalition of 
nore than 45 national organizations working to ensure that every American 
has access to quality health care and affordable and adequate health 
insurance. we represent millions of people with such conditions as 
arthritis, cancer, cerebral palsy, cystic fibrosis, diabetes, epilepsy, 
heart disease, mental retardation, nrntal illness, multiple sclerosis, 
sickle cell anemia, and tourette syndrome. (Attached is a copy of our 
coalition membership) 

I wish to present our view of the catastrophic health care needs of people 
with disabilities, and a few recoramendations. 

For brevity's sake, I will not discuss the problems in depth. Nor will I 
provide detailed statistical data. However, I will gladly furnish you and 
your staff with any information requested. 
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THE GQ«<AL CIRCUHS1»NCES Of THE CBPCMOiLXX ]}IS/^^ 

The chronically disabled typically have large initial expenses associated 
with an acute onset phase, followed by the need for come fona of sustained 
long-term care. Yet the majority of public and private financing progams 
are oriented to the acute illness or injury. To the extent that non-acute 
long-term needs are addressed at all, they are often treated as occuring 
during only the 18 months to 5 years after onset. Thus, those with chronic 
disabilities who have needs extending over two, three, four, five or six 
decades are a forgotten population. 

While we applaud the Bowen conmission study and related efforts as a first 
step, we wish to uxvier score the point now being made by many that the 
Coomission report cflaphasizes the acute stage and fails adequately to 
address the long- term, institutional and non-institutional needs so 
important to those under age 65 with chronic diseases and disabilities. 

With many dironic diseases and disabilities, onset is in diildhood or early 
adulthood. Yet their debilitating consequences are lifelong — cither as a 
chronic disorder or with recurring episodes. Die re may or may net be known 
treatments, but there are no known cures. Hie pattern of treatment often 
involves periods of in-patient hospitalization — sometimes long-term — 
followed by periods of remission or stabilisation with return to 
out-patient forms of treatment and rehabilitation. This cycle of recurrent 
acute service need, coiq>led wiM', a need for ongoing maintenance care is 
truly catastrophic — both in terms of human cuffering and economic costs 
— for the individual and his or her family. 
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CTOBiBg or aaVEIWGB 

What are the generic problems of catastrophic coverage? These tend to fall 
within tvro broad categories: 1) Unavailability of coverage; and 2) 
Problematic carrier policies and insufficient coverage. 

1) Unavailability of coverage : 

. Many people are ineligible for government insurance and benefit programs. 
If their condition had an early onset it may have interfered with their 
normal growth and developcnent and with the acquisition of a servicable 
education, ihis in turn may mean that the individual has never as an adult 
acquired labor force attachments sufficient to establish entitlements 
through group insurance, coiapensation, and primary Social Security 
disability coverage. Even if the condition was first manifested during the 
teen years or early adulthood, the individual may still not have 
established a sufficient work history to meet government program 
eligibility requirements (e.g., for SSDI). in addition, medical 
eligibility criteria used in some programs often fail to take into account 
unusual attributes of particular conditions (e.g. subjective synptoms), 
thereby precluding benefits for people disabled by certain diseases. 



. In at least one government program. Medicaid, many disabled persons are 
forced to undergo "spenddown" in order to become eligible. Ihus, in many 
instances, this program does not avert catastrophy but rather necessitates 



. State health insurance pools exist in fewer than a dozen states. 
Moreover, while the pools benefit some state residents, many with 
disabilities cannot affort the substantially hi^er-than-standard prea^.ums* 



it. 
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. In the private sector, Blue Cross and Blue Shield plans, which are 
not-for-profit, policies and eligibility reqinrecaents vary greatly from 
region to region. It is irrational and unfair that the availability of 
coverage should be a function of geography. 

. People with pre-exi siting conditions are precluded from obtaining 
individual coverage through virtually all private carriers, it is notable, 
too, that carriers automatically reject people with chronic diseases and 
disabilities independent of each applicant's particular health status (and 
hence insurance risk). Merely having one or another of a range of 
diagnoses ooakes one ineligible. For exainple, within the multiple sclerosis 
population, individuals nay vary greatly in the course of their disease, 
its severity, in their consequent need for and utilization of services, and 
thus in the financial risk they present to the carrier. Yet an individual 
with "benign" MS will be rejected autoinatically, as will an aK>licant with 
severe progressive MS. 

. Disabled individuals whose husbands or wives are covered under enployer 
group plans are often precluded from spousal coverage due to their 
pre-existing conditions. 

2) Problematic carri < >r policies and insufficient coverage : 

Even where an individual with chronic disease or disability has coverage, 
he or she may be subjected to serious coverage limitations or other 
problems. 
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. Individuals who have paid premiums without utilizing their benefits to an 
xunisual degree often find that once they experience onset of a condition 
and begin to submit larger or more frequent claims, they receive 
imconscionedble premiuni increases. In effect they are punished for 
requesting the very benefits for which they have previously paid. For 
exan?>le, Mrs. K, of Yonkers, NY, must now pay $840.32 each month to keep 
her policy since being diagnosed with multiple sclerosis. 

• As alluded to early in this presentation, many of the services most / 
inportant to people with chronic diseases and disabilities — particularly 
those involving non-institutional and/or non-medical needs — are either 
not covered or are subject to serious caps and other use or payment 
limitations. Examples include the following; 

- Nursing home care; 

- Respite care; 

- Personal attendant care (for such activities as bathing, dressing and 
feeding); 

- Services that are considered "maintenance" rather than "therapeutic" 
(such as "maintanence physical therapy"); 

- Outpatient psychological and psychiatric services, including extended 
coverage on a par with that available for physical illnesses and 
disabilities; 

- Long-term rehabilitation; 

- Prescription drugs; 

- Various supplies and equipment. 

REOOHHaPftTIONS 

In light of the foregoing we urge that any plan to improve catastrophic 
coverage ensure availability and adequacy of coverage for all, and a 
sufficiency of appropriate, affordable coverage where it is now available 
but limited. Our specific lecommendations for achieving these ends are the 
following: 

. Federal legislative encouragersent for the establishment of high-risk 
health insurance pools in the all states that do not now have them. 
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Development of a Medicaid buy-in plan on a sliding scale for families 
whose incomes are low but still too high for current Medicaid 
eligibility. 

Development of star^dards and cci!?)liance mechanisms to close 
discriminatoiy loofrfioles in eligibility, cost, and range of coverage for 
people with chronic diseases and disabilities. 

Strict utilization controls involving peer review and case mangeraent to 
ensure the necessity, quality, cost, and appropriateness of care. 

Establishment of a board consisting of government, for-profit, voluntary, 
and consumer representatives to review government, priva^-e for-profit, 
and private not-for-profit insurance policies and practices. 

Development o.f incentives for the chronically ill and disabled and their 
families to use the least costly services appropriate to lueet their 
needs. 

Formulation of mechanisms — perhaps appropriate tax incentives — to 
foster family responsibility. 

In special circumstances, the design and inpleroentation of demonstration 
projects to test new delivery and funding options. 

Aajuistion of better data to enable policy planners to meet the needs of 
the current populati n of chronically ill and disabled, and also to 
enable them to anticipate the needs of the rest of the population who may 
"age into" disability or long-term illness. 
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oowcmsiow 

It is time that Congress faces the whole range of catastrophic health 
problems. Focusing on acute care, and primarily on the elderly, is not 
sufficient. Every American is at risk for health catastrophy. 

Available, affordable, appropriate, and adequate are the watchwords for 
catastrophic health insurance coverage. Last year you reviewed legislation 
regarding high-risk health insurance pools for people with pre-existing 
conditions. Now you have an opportunity to do more thirough legislation on 
catastrophic care. Throu^ pools, a Medicaid buy-in, and the coverage of 
certain catastrophic problems in long-term as well as ar'^te care. Congress 
can now promote the development of policy which will lead to health care 
for all Americans and prevent both poverty and hopelessness for individuals 
and faiPxlios. 
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OOAIITIONFORHEAIIHINSDRANCE AVAlLABIim 



ACLD, Inc. An Association for Children and Adulti> with 
Learning Disabilities 
Alliance for the N^urolocically Impaired 
American Association of Retired persons 
Aoerican College of Gastroenterology 
Anericftn Diabetes Association 
American ycundation for the Blind 
American liver Foundation 
American Medical Student Association 
American Speech-Lanj>uage-Hearing Association 
Amyotrophic Lateral Sclerosis Association 
Arthritis Foundation 
Association for Retarded Citizens 
Coornuni eating for Agriculture 
Cooley*s Anemia Foundation 
Cystic Fibrosis Foundation 
Epilepsy Foundation of America 
Handicapped Organized Vomen» Inc. 
Huntington's Disease Foundation cf America 
IfflDune Deficiency Foundation 
tupus Foundation of America 
MPS (Mucopolysaccharidoses) Research Funding Center, Inc. 
ttyasthenia Gravis Foundation 
National Association of Children's Hospitals and 
Related Institutions* Inc. 
National Association of Developmental Disabilities Councils 
National Coalition for Health Care for the poor and Minorities 
National Consumers League 
National Depressive and Hanic Depressive Association 
National Down's Syndrome Congress 

National Easter Seal Society 
National Head Injury Foundation 
National Foundation for II lei t is and Colitis 
National Huntington's Disease Association 
National Mental Health Association 
National Multiple Sclerosis Society 
National Organization for Rare Disorders 
National Rehabilitation A!;sociation 
National Society for Children and Adults with Auticir 
National Sudden Infant Death Syndrome Foundation 
National Women's Health Network 
Sickle Cell Suppott Association 
Sick People Need Insurance (SPINS) 
Sick Kids Need Involved People (SKIP) 
Spina Bifida Association of America 
Tourette Syndrome Association, Inc. 
United Cerebral Palsy Associations* Inc. 
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SOURCES OF DATA 



.^ciety Meinbers and Chapter HS Case Census - January 15, 1985 Multiple 
Sclerosis Society records (Donor iMembership and Renevyal System - OMRS) 
to the extent received from Chapters. 



Est 1^43 ted Huwber of Known , Diagnosed Cases • These figures were 
deve loped from applicable prevalence r*fes nultipled by general 
popilation served. Prevalence Kates (nuinber of cases per 100,000 
general population) developed by the Society's Medical and Community 
Services Department from data developed by Herbert M. 8aum, Ph.D., 
Office of Biometry and Field Studies, National Institute of 
Neurological and Communicative Disorders and Stroke (NINCDS), National 
Institutes ?f Health, anc Beth B. Rothschild, B.A., Booz-Allen and 
Hamilton, Inc., jiubiished in Annals of Neurology 10:420*428, Noveirber, 
1981. Total' 1980 popul^.'cn by Congressional District was taken from 
the Almanac of American Poi ^ tics, 1984 by Kichael Barone and Grant 
Ujifusa, incr«aseci by 1.053;i4r^>. to approximate 1985 population. 



Estimated Annual MS Medical Expenses and Estimated Total Annual 
Earning Losses for lR Households - ihe result of estimated prevalence 
ol knowrT] 3Tagnose'3^ cases multipled by cost factors developed by 
Robert P. Inman, Ph.D., Professor of Finince, Economics and Public 
Management, Wharton School, University of Pennsylvania, from his 
paper, "Disability Indices, The Economic Costs of Illness, and Social 
Insurance: The Case of Multiple Sclerosis," August 1983, which 
summarizes research completed as a consultant under National Institute 
of Neurological and Comnnjnicati ve Disorders dfi Stroke (NINCDS) 
Contract l-N-4-2335. These data have been updated .o approximate 1985 
dollars. $2,663. is used as the average anni<ui medical cost per 
person with MS and $8,962. is used as the average annual earnings loss 
oer family. 



Estimated Househol d Members Affected - The result of estimated 
prevalence "oT known, diagnosed cases multipled by the average 
household size by state from the Sales and I'larketing Management 
Magazine Survey of Buying Power, 1983. 
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ncnociNo nr r i cu 
(INCLUDES THOSE 


ESTIMATED 
TOTAL ANNUAL 
EARNING LOSSES 
FOR HOUSEHOLDS 
WITH MS IN 
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ALABAMA 


1,961 


969 


1,071 


$2,851,592 


3,020 


$9,596,682 
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C97 *i71 ^OQ 


DELAWARE 




40 9 


548 


$1 ,21o,d9o 


1 ,272 


$4,101,372 


DIST. OF 
COLUMBI/ 


357 


295 


491 


$1,307,510 


1,208 


$4,400,264 


FLORIDA 


10,158 


7,500 


7,500 


$20,064,936 






GEORGU 


5,619 


1,605 


1,502 


$4,000,768 


4,267 


$13,464,095 


HAWAII 


193 


81 


265 


$706,467 


844 


$2,377,529 


IDAHO 


73^ 


5f3 


934 


$2,488,562 


2,663 


$8,374,950 


ILLIKOIS 


3,200 


1,782 


8,773 


$23,362,781 


24,214 


$78,624..«:5 


INDIANA 


2,884 


1,803 


4,222 


$11,242,754 


11.737 


$37,836,109 
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MEMBPR<> 
ru>ri0 b i\ i9 


CHAPTER 
MS CASE 


ESTIM,\TED 
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OF KNOWN 
DUGNOSED 
CASES 
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ESTIMATED 
HOUSEHOLD 
MEMBERS AFFECTED 
(INCLUDES THOSE 


ESTIMATED 
TOTAL ANNUAL 
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FOR HOUSEHOLDS 
WITH MS IN 


IOWA 


2,066 


J. 545 


2.885 


^T, 681, 876 


7,789 


$25,852,412 


KANSAS 


3,365 


995 


1.300 


$3,461,962 


3,432 


$11,650,810 


KENTUdCY 


8U 


410 


2.013 


$5,361,757 


5,698 


$18,044,336 


LOUISIANA 


1.479 


1.006 


1.157 


$3,080,086 


3,331 


$10,365,651 


KAINE 


2,471 


893 


1.237 


$3,294,467 


3,414 


$11,087,123 


HARYLAND 


1.925 


1.715 


3,249 


$8,652,268 


9,097 


$29,118,149 


MASSACHUSETTS 


8.3A8 


4.521 


5.600 


$15,124,952 


15,562 


$50,901,172 


MICHIGAN 


7.946 


5.314 


10.132 


$26,980,792 


28,571 


$90,800,548 


MINNESOTA 


3.130 


2.973 


4.484 


$11,939,815 


12,240 


$40,181,984 


MISSISSIPPI 


549 


336 


693 


$1,845,926 


2,059 


$6,212,238 


MISSOURI 


3.448 


2.206 


2.704 


$7,201,224 


6,441 


$24,234,837 


MONTANA 


874 


497 


865 


$2,304,451 


2,328 


$7,755,347 


NEBRASKA 


1.558 


1.006 


1.554 


$4;i38,640 


4.165 


$13,928,084 


NEVADA 


496 


329 


440 


$1,172,442 


1.180 


$3,945,710 


NEW HAMPSHIRE 


1.878 


589 


1,013 


$2,696,743 


2.795 


$9,075,558 


NEW JERSEY 


6.986 


3.1J0 


5.671 


$15,101,643 


15.935 


$50,822,729 


NEW MEXICO 


1.196 


664 


358 


$954,142 


1.014 


$3,211,047 
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TOTAL ANNUAL 
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FOR HOUSEHOLDS 
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NEW YORK 


12,141 


8,583 


19,315 


$51,434,969 


51,956 


$173,098,083 


NORTH CAROLINA 


4,481 


1,380 


1,617 


$4,302,364 


4,497 


$14,495,906 


NORTH DAKOTA 


808 


711 


;ia 


$1,912,004 


1,969 


$6,434 ,615 


OHIO 


7»711 


4,796 


8.314 


$22,140,648 


22,781 


$74,511,637 


OKLAiiOHA 


1»S67 


434 


832 


$2,215,495 


2,205 


$7,455,978 


ORECOH 


2»198 


1,075 


2,607 


$6,941,839 


6,752 


$23,361,908 


PENN5YLVANU 


13»323 


4,579 


9,135 


$24,327,035 


25,030 


$81,869,655 


RHODE ISLAND 


1,0S2 


537 


938 


$2,497,048 


2,541 




SOUTH CAROLINA 


1»961 


510 


859 


$2,286,187 


2,524 


$7,693,881 


SOUTH DAXOTA 


761 


439 


760 


$2,023,467 


2,097 


$6,809,729 


TENNESSEE 




1,025 


1,263 


$3,362,192 


3,485 


$11,315,045 


TEXAS 


3»167 


1,882 


3,913 


$10,420,641 


10,996 


$35,069,391 


UTAH 


1»074 


846 


804 


$2,139,906 


2,587 


$7,201,597 


VERMONT 


2»06A. 


450 


563 


$1,498,208 


1,558 


$5,042,036 


VtRCINZA 


3»268 


2,510 


2,941 


$7,831,217 


8,205 


426,355,001 


KASUINCTaN 


3,926 


2,558 


4,545 


$12,104,325 


11,909 


$40,735,620 


WEST VI&GZNU 


991 


350 


1,072 


$2,855,546 


2,992 


$9,609,990 


VISCONSIM 


2,619 


2,583 


5,209 


$13,872,482 


14,378 


$46,686,138 


uroHnc 


929 


493 


46> 


$1,237,926 


1,292 


$4,166,088 



RATIONAL 
TOTAL 



165,442 



85,764 



1SM91 



$4O2,62O,..09 



413,458 



$1,354,969,622 
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I am James Roosevelt, Chairman of the National Committee to 
Preserve Social Security and Medicare. In that capacity, I 
represent more than four million members, most of whom have 
little or no catastrophic health insurance protection. I commend 
you, Mr. Chairman, for holding these hearings to search for 
solutions to overcome the financial tragedy that a catastrophic 
illness can cause older Americans. Thanks to your concern and 
that of your colleagues, I believe we can look forward to serious 
catastrophic health insurance legislation in this Congress. 

I want to thank you, Mr. Chairman, in particular, for taking 
the initiative at the beginning of this Congress to introduce S. 
210 which would provide catastrophic health insurance for doctor 
and hospital bills. While S. 210 is limited in scope, you 
recognized that a step was needed to put this important issue on 
the legislative agenda. 

I am pleased to learn that you now wish to expand your 
legislation to include prescription drugs and other important 
elements of catastrophic health care coverage. My statement 
emphasizes the need for catastrophic health insurance legislation 
to cover prescription drugs and lorg-term care. While there is 
logic to your proposal to include cat atrophic health insurance 
under the Public Health Service, we believe that it makes more 
sense to expand Medicare. After all. Medicare is already the 
primary health insurance for older Americans. 
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It is not an exaggeration to say that Medicare has made the 
difference between life and death for countless thousands of 
seniors who might otherwise have delayed seeking care until a 
once treatable condition had become life-threatening. As vital 
as it is, however, Medicare does not cover a full range of 
medically necessary services. Sadly, thousands of individuals 
and families are reduced to poverty when illness strikes. To be 
forced into bankruptcy because of unmanageable health care costs 
is a true catastrophe. Protection against such catastrophic 
expenses is Medicare's unfinished business. 

Mr. Chairman, as you know, this Congress is about to make a 
very important decision. Will Congress decide to tinker with the 
current Medicare system or will Congress take the bold step oC 
comprehensive reform and expand Medicare to cover long-term care 
and prescription drugs? The President proposes a very limited 
expansion of Medicare to protect seniors against catastrophic 
hospital and doctor costs. Legislation introduced by key members 
of the House Ways and Means Committee, while better than the 
President's proposal, is similar in scope. However, an important 
bill has been introduced by Senator James Sasser (S. 454) which 
includes catastrophic coverage for long-term care as well as 
preventive exams» vision, dental and hearing care. 
Representative Pepper has introduced a similar bill, H.R. 65, in 
the House, which includes prescription drugs. We want to commend 
Senator Sasser for the leadership he has shown by sponsoring 
legislation which would bring such important coverage for 
seniors. We hope that you will consider this approach to 
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catastrophic health insurance. 

Assuring quality health care to all citizens who require 
nursing home care or extended home care or who depend on drug 
therapy certainly represents an important financial commitment. 
The National. Committee fully appreciates the challenge you and 
your colleagues face. Yet we agree with Representative Pepper 
when he says that we cannot afford NOT to cover long-term 
catastrophic health care costs. This may well be the historic 
time to search our conscience and our coffers to come up with a 
solution. / 
A LIMITED PROPOSAL 

President Reagan* s proposal falls short f providing true 
catastrophic Medicare protection. Medicare beneficiaries face 
the catastrophe of bankruptcy because Medicare pays for less than 
half of the health care of seniors. Under the President's 
proposal » Medicare would pay for Medicare covered hospital and 
doctor expenses above $2,000. However, most people will already 
have spent a lot more for uncovered expenses such as nonassigned 
doctor fees or prescription drugs. Many individuals suffering 
from chronic illnesses, such as Alzheimer's disease or arthritis, 
do not need doctor and hospital care. They are more likely to 
incur catastrophic expenses related to nursing home care, home 
health care and/or prescription drug expenses. The President's 
proposal would not help these victims. 

Among the thousands of letters received each week by the 
National Committee to Preserve Social Security and Medicare are 
numerous pleas for help with health care costs. Some have unpaid 
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medical bills which often total more than two or three years* 

income. Many individuals and families are confronted with total 

impoverishment when bills for acute or chronic care reach 

catastrophic proportions. It is no wonder that many seniors and 

• their families are concerned for the future. 

I recently received a letter from a National Coniraittee 

member from Knoxville, Tennessee. This women* s story is a tragic 

reflection of the inadequacy of Medicare's current coverage: 

I am writin5 to tell you about my husband. Henry has been 
in the hospital for 23 days. My son had to put him in a 
nursing home today... He has been bad for over a year. He 
has had two strokes. I have waited on him and me sick. See, 
' I live by a pacemaker and can hardly walk because of 
arthritis. The doctor said I could no longer care for him 
because I coundn*t lift iiim or give a bath or give him TVs so 
he had to go to a nursing home... We are both 74 years old 
and I feel God has been good to us both. He worked until he 
was 70 years and paid in Social Security ever since 1937. He 
sure wasn*t lazy.... All of our life savings are gone now. 
Henry and I together got $831 Social Security. They (the 
nursing home) will take $562 of his and that will leave me 
$269 to live on, which sure will be rough going, me with this 
sickness I have. My medicine really costs ($80 a month). 
I'm going to try to get SSI and Medicaid, food stamps. My 
pacemaker check on the phone is $30 a month. 

President Reagan* s legislation would not help this couple 
pay for his care in the nursing home or for her prescription 
drugs. She might have been able to Veep her husband at home if 
she had some physical assistance. After a lifetime of work and 
saving, this woman will now be permanently dependent on public 
assistance. In fact, the President proposes to help only 800,000 
seniors a year or about 3 percent. It will more likely upset the 
other 97 percent to pay $60 a year more in premiums yet receive 
no additional benefit. Clearly, it is politically dangerous to 
. offer such a limited proposal. Seniors expect greater vision and 
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more tangible results. 

COMPREHENSIVE CATASTROPHIC MEDICARE COVERAGE 

At the beginning of this century, the most prevalent health 
problems of seniors were acute. Today, the most prevalent health 
problems are chronic, and the likelihood of having a chronic or 
disabling condition increases dramatically with age. An 
estimated 85 percent of Americans are under insured against the 
catastrophe of long-term care. And few have insurance for 
prescription drugs. 

Nursing home care . Probably the greatest fear held by older 
persons is to become so totally disabled that they must enter a 
nursing home for an extended period of time. Although only about 
five percent of the elderly live in nursing homes at any given 
time, about 20 percent of the very old are institutionalized. 
The fear of having to live a dependent life in an institutional 
setting is coupled with the enormity of the expense and drain on 
resources. The average person will deplete his or her resources 
in little more than three months at the rate of about $22,000 a 
year for nursing home care. 

The misconception that Medicare covers nursing home care is 

still all too prevelent. Yet Medicare covers only two percent 

and private insurance just one percent of this nation's nursing 

home bill. While many older Americans are under the illusion 

t'lat they are protected by Medicare and Medigap insurance, the 

devastating reality is that only after spending themselves into 

poverty does the public step in to help. Medicaid covers nursing 
home care for Impoverished patients - the last resort for many 
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families who must suffer the humility of seing their dependents 
supported by a welfare program. 

Community-based care . Since the beginning of Medicare and 
Medicaid, public policy has been more directed to support of 
institutional care than community-based care. As important as is 
coverage of nursing home stays, it is equally important that any 
new catastrophic legislation not be biased toward institutional 
care. For every one frail person in an institution there are two 
equally frail people being cared for in the community. In 
addition to the very frail, many more seniors require some type 
of assistance with activities of daily living. Most are cared 
for informally by families, others by a combination of informal 
and formal support services. New policy should encourage 
community-based care by increasing support to families caring for 
their dependents. 

For seniors themselves, home care has always been the 
preferred care, whenever possible. Families respond to this 
preference by performing 80 to 90 percent of the care given their 
dependent relatives. Still, there is a great need for formal 
home care services to complement family care. Our nation has a 
serious problem with home care. Medicare covers only limited, 
acute skilled nursing care, while coverage for homeraaker and 
chore services is virtually non-existent. 

The demand for home care has increased by 37 percent since 
the Medicare Prospective Payment System for hospitals was 
implemented in 1983. Yet Medicare is increasingly denying 



coverage for home health services. The General Accounting Office 
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recently found that 86 percent o£ hospital discharge planners 
reported problems with home health care placements. Under an 
expanded health care system, home care should be made available 
through a comprehensive needs assessment and a care management 
system. 

Adult day care is another important element in the continuum 
o£ care necessary to meet the growing need of aging members of 
our society. Only within the last decade has this type of 
custodial care gained acceptance. We currently have an 
estimated 1,000 adult day care centers in the United States 
providing service to between 10,000 and IS, 000 disabled adults. 

A recent study by the National Council on the Aging found 
the average participant of an adult day care center to be a 73 
year old female living on a $478 a month income. She is living 
with family or friends. Half of the participants need 
supervision, one out of five have difficulty walking, and about 
one out of eight is wheelchair-bound. The average charge per day 
is $22. The indication is that adult day care participants are 
mentally or physically frail. While the participant receives 
both care and socialization, the family members receive respite 
from the stresses of providing care to a frail person. Adult da/ 
care can provide a place to bring the dependent family member 
from a few hours a week to enough hours to enable the caregiver 
to work in a job outside the home. With this type of support, 
the family is able to provide care longer and, therefore, 
postpone or prevent institutionalization. 
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Prescription drugs . Another example of the inadequacy of 
Medicare's coverage is the failure to pay for prescription 
drugs. For some older people, chronic, long-term care consists 
of taking the appropriate prescription drug. However, these 
prescr ipcions can be very expensive. It is not unusual for a 
person with a heart condition to spend more than $100 per month 
on medications needed to sustain life. Diabetes is another 
example of a chronic health problem which requires careful 
monitoring and access to insulin. If a diabetic cannot afford 
insulin. Medicare may eventually have to pay to amputate his or 
her leg. This individual may also end up in need of nursing home 
care thousands of dollars spent because a few pennies were 
"saved." 

The heaviest use of prescription drugs is, understandably, 
among the older population. Older Americans are 2 1/2 times more 
likely to be taking three or more prescription drugs regularly 
than younger adults. Most seniors, an estimated two-thirds, take 
at least one prescription drug at any one time, and many take as 
many as four or five drugs a day. Unfortunately, Medicare covers 
only drugs used while the person is hospitalized or in a skilled 
nursing facility. Medicaid will only cover the costs of 
prescription drugs for the poor. Payments for drugs represent 20 
percent of senior citizens' total out-of-pocket health care costs 
and average $340 per person per year. 
FINANCING 

Despite the desire cf policy makers to protect Americans 
froip the cost of a catastrophic illness, the Pepper/Sasser 
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legislation is one of the few to have made a proposal on a scale 
sufficient to solve the problem. In an era of large government 
deficits^ most worry that the American people would not support a 
new> costly government commit:aer.c. But this argument ignores the 
fact that the American people already pay for catastrophic 
illness. 

Seniors and their families pay almost as much of tl ' ir 
health care bill as Medicare, but only abo' * i quarter through 
insurance premiums. The majority of private expense is in the 
form of Medicare copayments and uncovered expenses. Medicaid and 
other government programs pay for about 10 percent, mostly for 
nursing home care. If Medicare paid for catastrophic illness for 
seniors, Me(?icaid's resources devoted to senior citizens could be 
shifted to Medicare. Most seniors and their families could 
afford to contribute more to Medicare through premiums and taxes 
if they in turn received more comprehensive health insurance. 

A major limitation to comprehensive catastrophic legislation 
is the shortsighted approach to financing. Some Members of 
Congress have expressed opposition to any proposal which is not 
•*generationally neutral." They apparently mean that older 
Americans alone should share in the cost of expanding Medicare to 
provide additional services and that it is "unfair" for the 
working population to participate in the finan ng. Both the 
President and the Ways and Means Health Subcommittee impose 
additional premiums or taxes only on seniors to finance new 
Medicare coverage. This financing limitation ignores the fact 
that the problem of catastrophic health care costs for seniors is 
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not generationally neutral. 

Generations are interrelated and families do take care o£ 
their dependent relatives. Consequently, the pleasure and the 
burden o£ caring for inu^viduals at the end of the life span is 
one that we all share. Family members help each other 
financially, physically and emotionally. The whole family, young 
as well as old, has a vested interest in knowing that fathers, 
mothers, grandfathers and grandmothers are being well cared for 
in their old age. It makes ciore sense to share the financial 
responsibility through a catastrophic insurance program than 
through the inefficient and dehumanizing method of bankruptcy and 
welfare. 

By the time of retirement, individuals no longer have the 
resources to be able to finance all their health care. The 
financing of Medicare must begin while working. This is the 
overall principle for currrent Medicare financing. A young 
worker with a family, try as he might, will find it difficult to 
save for his health care protection when retired. And to expect 
seniors to pay for the full cost of health care will not solve 
the problem of catastrophic illness, but will continue to foster 
the problem. 

Most senior organizations and some Members of Congress 
refuse to step forward and lead on the issue of financing. 
Senator Sasser and Representative Pepper are not afraid and 
neither is the National Committee. We endorse the financing 
proposals in the Pepper/Sasser bill to transfer some Medicaid 
resources to Medicare and to add additional contributions from 
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beneficiaries. The National Committee also believes that it is 
necessary to control open-ended costs through health care 
delivery reform. Thv? Pepper/Sasser bill proposes a capitation 
approach. Considering the Adiuinistration*s interest in 
capitation, it is perhaps surprising that the President did not 
adopt the Pepper/Sasser approach to providing catastrophic care. 

According to a preliminary Congressional Budget Office 
estimate, the cost of the Pepper/Sasser bill including 
prescription drug coverage would be about $65 billion a year. 
The National Committee proposes that seniors pay for 
approximately half of the cost of a comprehensive Medicare 
catastrophic package through premiums, deductibles and 
copayments. Seniors should finance the majority of their share 
through a premium. 

Rather than deducting a flat amount from a Social Security 
benefit, however, the National Committee recommends a premium 
that is a percentage of the Social Security benefit. This would 
insure that all pay a fair share, but not more than they can 
afford. This financing mechanism is similar in principle to the 
payroll tax which is a percentage of earnings. If next year's 
$22.30 monthly premium was replaced by a premium equal to 15 
percent of the Social Security benefit of Medicare eligible 
individuals. Medicare revenues would increase by over $20 
billion. The average retired worker would pay about $73 a month 
(15 percent of $488), a little more than three times next year's 
projected premium. 

Senior citizens currently pay about $40 billion a year out- 
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o£-pocket for Medicare deductibles and copayments and uncovered 
health care expenses. The National Comiiittee recommends that 
Medicare cover all health care expenses and that Congress develop 
a deductible and copayment package that would reduce out-of- 
pocket liabilities by one-third to $10 to $15 billion a year. 
With a slightly higher premium, deductibles and copayments could 
be even less. Deductibles and copayments should be spread over 



hospital y doctor » nursing home, community-based care and 

prescription drug costs with an overall ceiling on out-of-pocket 

costs. Under this financing package, deductibles and copayments 

would average about $333 a yecr. Private insurers would probably 

be anxious to capture a $10 to $15 billion market and would 

consequently provide insurance packages to cover these 

deductibles and copayments. 

Even assuming a 10 percent saving from health care delivery 

refs/rm, the financing package does not come together without 

additional contributions from the whole population. The National 

Committee supports raising the Medicare payroll tax rate. 

Raising the tax rate froM 1.45 percent to 1.6 percent would raise 

approximately $6 billion a yea4 Eliminating the wage base for 

Medicare payroll taxes, as the Pepper bill proposes, would raise 

an additional $7 billion a year. The National Committee is not 

opposed to increases in Medicare payroll tax revenues. However, 

we would also recommend the development of additional financing 

sources for Medicare that are more progressive and less a 

disincentive to employment. One suggestion is earmarking income 
tax revenues for Medicare. A one percent earmarked tax on all 
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taxable income, for example, would raise about $19 billion a 
year. To the extent that seniors worked or had taxable income, 
they would also contribute through the payroll tax and earmarked 
inco&e tax. 
SUMMARY 

Of all the legislation introduced to date, the National 
Committee believes that the best starting point for developing a 
Medicare catastrophic health insurance plan is the legislation 
introduced by Senator Sasser and Representative Pepper. This 
legislation offers the most comprehensive coverage. 

Clearly we need to assure senior citizens access to a full 
range of health care services, including long-term care in a 
nursing home and prescription drugs. The financing of a Medicare 
catastrophic health insurance plan will undoubtedly be 
controversial. P Che same time, financing is at the heart of 
the debate. Without additional financing, comprehensive Medicare 
catastrophic coverage will remain a fantasy. The National 
Committee hopes its financing proposals can be a catalyst for 
further debate and action on an agenda of vital importance for 
all Americans. It is time that we meet the challenge head on. 

Before concluding, I would like to acknowledge the 
legislative contribution of other Members of Congress, who have 
made worthwhile proposals to expand Medicare or to ameliorate 
strict limitations on Medicaid eligibility for nursing home 
care. The details of some of these proposals should be 
incorporated into more comprehensive legislation. If action is 
not taken this year on a more comprehensive proposal, we would 
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expect Congress to act on at least some of the proposals to: 

* clarify eligibility requirements for Medicare home 

health care 

* expand eligibility for community-based care under 

Medicare 

* cover prescription drugs under Medicare 



* prevent spousal impoverishment 

* eliminate the requirement for 3-day prior hospitali- 

zation before coverage of skilled nursing care 

* increase Medicaid nursing home personal allowance 

from $25 to $35 

* cover adult day care under Medicare 

* cover preventive examinations 

This country spends 11 percent of its gross national product 

on medical care -- more than any other industrialized nation. 

Yet in comparison with other industrialized nations, we fall 

sadly short of providing comprehensive health care for our 

citizens. Because of the limitations of our health care 

financing, many seniors live with the constant threat of 

bankruptcy in the face of serious or long-term disability. Let 

thir be the Congress which has the courage and the vision to 

provide affordable and adequate health care coverage to older 

Americans faced with a catastrophic illness. To do so would 

banish the fear of financial aardship fxom the lives of countless 
Americans. 
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I «» honored for the opportunity to testify today on in 
Issue of vital importance to older Americans and public 
policy-makers the splraling cost of acute-care Illness and 
1on9*ter« r^ealth care. 

Through nearly two decades In the California State 
Legislature, I was fortunate to have successfully authored 
numerous laws dealing with aging and long-term care. This 
legislation Included creation of one of the nation's first 
adult day health care programs and multi-purpose senior 
services projects » key alternatives to warehousing our 
elderly In long-term care Institutions. 

More recently we fought and won a bipartisan battle for 
the most comprehensive nursing home reforms In the history of 
our state and perhaps the nation. I was privileged to lead a 
Senior Leadership Coalition that pushed the "Nursing Home 
Patients' Protection Act of 1985" to reality. I am proud 
California has been a leader In long-term care and aging 
programs . 

Today's hearing focuses more specifically on the Reagin 
Administration's so-called catastrophic health proposal. I 
am compelled to characterize tne plan Itself as a 
"catastrophe." 

What we really ha^e here Is a full measure of political 
hype« not what Is represented by the Administration as the 
"last full measure of security." 
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Last nonth In California I joined forces with Bill 
Hutton, executive Director of the National Council of Senior 
Citizens, to publicize sone of the defects In the Reagan 
plan. Here are a few reasons why we labeled the Reagan plan 
a catastrophe: 

0 A far-too-high out-of-pocket expenditure of (2,000. 
0 Deductibles and co-payments that tax those who are 111. 
0 Continued restrictions on skilled nursing home care. 
0 No coverage for actual long-term care, respite or day 

care, or home health services, let alone any support for 

family care givers. 

Moreover the Administration's plan will only provide 
direct benefits to less than ore percent of the Medicare 
patients who reach their 61st day In a hospital. 

The Reagan proposal does nothing for the 1.8 million 
senior citizens who now require long-term care or the 
one»out-of*f Ive elderly persons who will eventually wind up 
In a nursing home some day. 

At the same time the elderly are being socked with 
another Increase In Medicare charges -- this year It's 14.92. 

Medicare beneficiaries already pay S17.90 per month to 
participate In the program, and their costs would Increase to 
122.82 In order to fund Reagan's new proposal. 
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Our health care systea for older Americans would have been 
bankrupt long ago were It not for these committed and caring 
families. 

Financing must be based on principles of equity and 
tff1c1ency» amJ^-any financing formula Is going to be 
controversial. Already there Is controversy on Capitol Hill 

and among the many senior organizations across the / 
country. 

I applaud proposals by Congressman Claude Pepper* 
Senator James Sasser and other legislative leaders who are 
genuinely attempting to deal with many of the pressing health 
care Issues facing us all. 

Without d doubt, whether at the state or national level, 
we all need to work together and focus our attention on a 
sound end workable financing mechanism that provides quality 
care for not only older Americans but for all of us. 
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Mr. Chairman, I am John 0. Brown, M.D., President of the National Medical Association. 
We are very pleased to present our written testimony on a subject that is very 
important to each of us - protecting the American public against catastrophic 
medical expense. First, I would like to describe the organization I am representing 
todayi The National Medical Association (NMA). The National Medical Association 
was founded in 1895 by Black physicians in an era of general hostility toward 
Black professionals. Unwelcomed in the national body of physicians, the NMA 
was founded to encourage the professional development of minority physicians 
in the interest of providing better health care to all Americans. Today, the Association 
is still serving the interest of more than 13,000 minority physicians and their 
patients, particularly the doctors who serve and the patients who reside in the 
nation*s urban metropolitan communities. 

We commend Secretary Bowen for the establishment of the Advisory Committee 
on Catastrophic Illness and the work they nave done in recent months to examine 
the issues involving expanding access to medical care to the nation *s high risk 
groups (the elderly, disabled, and low-income Americans). 

Catastrophic Protection 

This issue of catastrophic medical prote<!tion, is one of the fundamental problems 
that many high risk Americans encounter due to the high cost of medical care 
and inadequate protection provided to ihaso groups in our society. The existing 
public health financing programs (Med* .are. Medicaid, and Public Health Service 
Programs) and private health insurance programs do not provide catastrophic 
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medical protection. 

Today, more than ever, the Medicare and Medicaid programs cover a decreasing 
percentage of the health care needs of the elderly, disabled, and low-income 
Americans. Tne recent efforts by the Reagan Administration and the Congress 
have lowered governments committment to expand health coverage, eligibility 
and benefits under these two important federal programs through budget reductions 
and efforts to make these programs more cost efficient. The result has been 
that Medicare*s out-of-pocket costs in the form of premiums, deductibles and 
co-insurance expense have risen greatly in the last six years. The Medicaid program 
has experienced controversial restructuring by many states in order to reduce 
spending and provide high quality services in recent years. In addition, many 
states hav* established new limitations on eligibility, benefits, and coverage 
of Medicaid financed services. Thus, data from the Current Population Survey 
(CPS) indicated tiiat the Medicaid program today serves roughly the same percentage 
of the overall poverty population as in 1980 — less than 40% of those with incomes 
under the official U. S. poverty line. 

The Public Health Service Block Grants programs have been reduced in the form 
of federal funding and support for many vital public health programs such as 
community health centers, mental health services and childhood immunization 
programs. 

There are great gaps at the present time in Medicare coverage which we all know. 
It does not cover eyeglasses, dental care, hearing aids, foot care, extensive nursing 
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home care or in-home care for the chronically ill elderly. Nor does it provide 
cost effective health promotion and preventive medical care. We have specific 
concerns about various issues regarding catastrophic medical protection and wouid 
like to share them with the Committee. 

Black Families 

I am grateful for the opportunity to testify on the problems that many Black 
families encounter - unmanageable financial burdens that cause them to forego 
needed medical care. These financial burdens arise both when the costs of medical 
care rise, and when individuals lack insurance and the financial means to withstand 
greater out-of-pocket costs. Catastrophic health care burdens arise in a variety 
of ways for ^lack families in urban America. For families who lack any insurance 
coverage, even a simple hospitalization can turn into a catastrophic event. Moreover, 
often time such families may not seek medical care with a primary care physician 
until the illness become very serious and require hospitalization. This often 
exacerbates the cost problem because the illness could have been treated when 
the illness was less acute. Since 1980 the number of Black families without any 
public or private health insurance ha^ risen steadily to 30 percent of all Black 
families lack medical insurance. For older Black Americans who have Medicare 
coverage, an acute illness is also likely to result in a catastrophic burden with 
high deductible and coinsurance payments. 
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Black Elderly 

It is estimated that 9 percent of the Medicare population are Black Americans. 
Many of these individuals are living on fixed incomes and cannot afford to pay 
the increasing out-of-pocket cost mandated under the Medicare program. One 
of the most critical issues that the Black elderly need for catastrophic protection 
rests with the problem of long-term care. The long-term care needs of the Black 
elderly are acute because Medicare currently does not pay for extended long-term 
care services. Thus, long-term care needs lead almost inevitably to catastrophic 
expenses because the costs of treatment are enormous and the insurance protection 
available even to those who could afford it is minimal. 

State Catastrophic Health Programs 

Only three states (Alaska, Maine and Rhode Island) have maintained catastrophic 
health programs to help those individuals who find that they have enormous medical 
expenses and that their existing resources and insurance coverage are inadequate 
to cover them. The success of these programs, however, has been mixed. State 
catastrophic programs are not health insurance plans; rather they are structly 
state funded programs to assist people who exhausted their own resources while 
paying catastrophic health expenses. The existing state catastrophic insurance 
programs are not aimed at the indigent population, although some poor and minority 
persons have obtained access to insurance protection through these state programs. 
It is also clear that these programs have not been an overwhelming success. In 
1984 only 1,251 people were beneficiaries of these programs in the three states 
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where catastrophic programs exist. 

Because of the need to limit state expenditures, each state nas taken steps to 
restrict eligibility. Furthermore, most state plans take into consideration only 
expenses for those services ordered by a physician; they provide no assistance 
for catastrophic expenses resulting from long-term care or rehabilitation. Based 
on the limited experiences of these states with catastrophic medical protection, 
the NMA supports a national program with uniform benefits, eligibility and coverage 
criteria. Only a national catastrophic program can serve the diverse needs of 
the American public. 

Health Care Savings Accounts 

Currently, the Medicare program does not cover a major area that requires catastrophic 
medical protection - skilled nursing home care. Other than acute care treatments, 
skilled nursing home care costs must be provided by either the patient, private 
resources, or Medicar«»'s 100 -day benefit plan or if the patient's assets are depleted 
they can "spend down" and begin coverage under the state government's Medicaid 
program. As our elderly population grows older, the demand for nursing home 
care will grow at an even more rapid rate than it is today. Financing this demand 
for long-term care in future years is a real catastrophic concern. 

At present, comprehensive long-term care insurance is not available for the great 
majority of elderly Americans. There is a peal problem for the poor and middle 
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income elderly who need extensive long-term care services. In addition, many 
elderly cannot afford to purchase private long-term care insurance. 

In looking for a solution to this problem, the NMA has examined a new financing 
program called Health Care Savings Accounts. This proposal would allow individuals 
to contribute^ to a health retirement account equal to the amount of their Medicare 
payroll tax each year. This would allow employers to contribute to a Health 
Care Savings Account in lieu of or in conjunction with their employees. Upon 
retirement, funds invested in a Health Care Savings Account would continue 
to receive favorable tax treatment. The withdrawals used to pay for health care, 
either directly or indirectly through the purchase of private health insurance, 
ivouk) be excluded from taxation similar to Individual Retirement Accounts (iRAs). 
The NMA opposes the use of a Health Care Savings Account mechanism tr help 
finance long-term care for the elderly and disabled populations. We briieve that 
this proposal would not benefit many of the low-income urban minority elderly 
populations who cannot afford to invest into these tax exempted savii gs plcriS. 
Therefore, we urge the Congress not to adopt this proposal because it \''ould not 
benefit a vast majority of low-income seniors who live on fixed incomes. 

\ The NMA supports a few short and long-term reforms in the deve!Gpme..t of a 

catastrophic medical protection plan to reduce 'excessive cost sharing Tor the 
elderly, poor and disabled American:>. ilie '^Cb'^ribes the programs v.e 

would wish the committee to strongly cor 
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Short Term Reforms H,R, 65 

On 6 J8nua!7 1987 Congressman Pepper introduced H.R. 65, Medicare Part C: 
Ttie Catastrophic Health Insurance Act of 1986. This bill would provide for voluntary 
comprehensive and catastrophic health care coverage to our nation^s 31 million 
Medicare beneHciaries. The NMA supports Congressman Pepper^s Bill to offer 
a Part C under the Medicare program. The Part C would provide senior citizens 
with comprehensive catastrophic health care coverage currently unavailable under 
private or public insurance coverage. 

The Bill would require the elimination of current co-insurance and deductible 
requirements under Parts A and B of Medicare. In addition, Part C would provide 
home and com muni ty-^ased services for the chronically ill; complete skilled nursing 
facility and intermediate care facility; eye care; hearing care; dental carp; and 
bi-annual preventive physician visits. 

Long-Term Catastrophic Reforms 

I. Reduce Cost-Sharing Limits 

The National Medical Associati6n believes no American should live in fear 
that a serious illness or accident will mean bankruptcy or a lifetime of 
debt. Yet today over 80 million Americans are unprotected against devastating 
medical costs, and millions more have lost the health insurance protection 
they now have because of unemployment or the death of a working spouse. 
The NMA supports in principle that a catastrophic mecical protection plan 
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is needed to protect every American from the serious financial burden caused 
by major illness and injury. NMA supports Senator Kennedy«s S. 210 that would 
encourage catastrophic protection for the elderly and disabled Americans. No 
American family should be required to pay more than $1500 for medical expenses 
in a single year. Americans who are not covered elsewhere should be able to obtain 
affordable catastrophic coverage from a special federal program 



n. Long-Term Drug Benefits 

Catastrophic coverage is needed for the American public when they have 
incurred $1500 inexpenses for drugs traditionally used on a self-administered 
basis. Such drugs often comprise a significant portion of a person*s out-of- 
pocket medical expenses. Once the individual meets the $1500 incurred 
expenses deductible, payment for these drugs would be made until the termination 
of the annual catastrophic benefit period. 

m. Expand Health Promotion and Disease Prevention Benefits 

NMA believes that in addition to a limit on out-of-pocket cost for medical 
expenses, a catastrophic medical protection plan should contain a health 
promotion - disease prevention benefit package. 
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The plan should include six preventive benefits: 

(1) Maternal and prenatal care 

(2) Well-baby clinic services 

(3) Childhood immunization 

(4) Hypertension screening 

(5) Cervical cancer screening 

(6) Periodic health examinations 

CONCLUSION 

In summary, Mr. Chairman, the National Medical Association believes that American 
health policy needs short and long term catastrophic medical protection reforms 
to improve the delivery of medical services. 

We strongly urge support for the passage of H.R. 65 and S. 210 as a short term 
solution to excessive cost sharing under the Medicare program. 

We believe in the long term a more realistic, more effective and clearly less 
costly approach is needed to reform both private and public payment arrangements 
for medical services. 
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The Healthcare Financial Management Association (HFMA) enthusiastically endorses 
more adequate federal financial participation in the catastrophic illness 
services than are now being provided. However, we caution against the creation 
of expectations among the public or otners about funds that will be available 
for new and expanded healthcare services when funding of current services has 
such significant shortfalls. There must be adequate funds and equitable 
arrangements for paying for catastrophic health services. 

Catastrophic illness is a significant national issue. HFMA applauds the 
attention being brought to this issue. The goals of covering especially 
difficult and costly cases, meeting long-term care needs, and protecting the 
uninsured and under insured are worthy. But there are some significant downside 
risks for healthcare providers. Added promises to beneficiaries mitst be 
accotq)anl€d by adequate payments to the providers of the services. The 
government's past practices of making promises and then changing the payment 
rules later leaves us very skeptical. 
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HFKA Testinony 
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Page 2 

ABOUT HINA 

HFMA is a professional neabership association composed of over 25,000 

individuals in 75 chapters who share an interest in financial management of 

hospitals and other healthcare institutions . HFMA has long been involved in the 

developoent of appropriate methodologies for paying for healthcare services. In * 

Kay 1982, EPMA issued its recoBmendation for prospective price setting 

Methodologies. In October 1985, we issued a statement dealing with the 

"Definition of and Payment for Uncompensated Services" (copy attached). In May 

1986 each of our 75 chapters was asked to study the issues raised by the 

Secretary's Private/Public Sector Advisory Coonittee on Catastrophic Illness. 

This statement reports to you the concerns expressed by HFMA members based on 

their years of experience with various arrangements for paying for healthcare 

services. 

CURHBOT FB0VISIGMS FOB ISPBCIAIXY DOTICDLT AMD COPTLY CASKS 
Especially difficult and costly cases are currently being served. These 
services may be covered by Medicare DRG payments, or the patient may be 
responsible for uncovered services, deductibles, and coinsurance. 

Medicare Payments 

When Medicare beneficiaries require acute care services of catastrophic 
proportions, these services are provided. Reportedly, only 2 percent of 
Medicare beneficiaries exhaust their benefits, which is rather clear evidence 
that catastrophic services that are covered by Medicare are being provided. 
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If catastrophic service is covered by Medicare, payment probably involves the 
Medicare "outlier" provisions — extra payments for extraordir »ry cases that are 
especially costly or lengthy. These additional payments are supposed to be 60 
percent of actual costs — a very deficient payment for the toughest cases. In 
actual practice, outlier payments bear little relationship to the cost of 
services provided. This is a seriously deficient feature of the current PPS 
system. 

Congress has already provided the outlier mechanism for meeting some 
catastrophic acute care needs of Medicare beneficiaries. Congress said to pay 
between 5 percent and 6 percent of all payments for outliers but HCPA is 
distorting this provision by paying far less than Congress provided. Even 
though HFMA, the Prospective Payment Assessment Commission (ProPAC), and others 
have requested data about actual outlier payments, the Health Care Financing 
Administration (HCPA) has not released actual outlier payment data on a tlncly 
basis. The experience with this arrange it makes healthcare providers 
skeptical about equitable administration of any new, federally administered 
catastrophic program. 

The outlier payment arrangement should be changed, regardless of new 
catastrophic coverage, to: 

o Make payments fully in accord with congressional direction; 
o Require regular reporting of actual payments for outlier cases; 
o Raise the ratio of cost paid for outlier cases; and 
o Remove the linkage between day and cost outliers. 
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Uncovered Services 

Many other services of a catastrophic nature are also being provided to Medicare 
beneficiaries in the fom of post-acute care, extended care, and noninpatient 
care for vhich Medicare coverage is unavailable or, in many cases, inadequate. 
Much of this service is uncompensated to the provider and no govemioental 
program shares in these costs. In addition, services are provided to many 
people who are uninsured or under insured due to unemployment, failure of 
employers to make adequate insurance available, and personal decisions to forgo 
or limit insurance coverage. 

Medicare, as the largest p^yer of healthcare services, and other federal or 
state programs makes no contribution to the uncompensated portion of these 
services. The government is shifting its financial responsibility for these 
services to others. It is time for Medicare to meet its proportionate share of 
these costs. 

Deductibles and Coinsurance 

Deductible and coinsurance provisions make some of the payment for currently 
provided services the patient's responsibility. Medicare beneficiaries may 
insure this obligation with Medigap insurance, but this coverage would be 
replaced by the extended Medicare benefits envisioned under some catastrophic 
proposals being discussed. Patients who currently receive catastrophic services 
that Medicare or Medigap does not cover may pay out of their own pocket, but it 
is likely that many such cases are uncompensated and are added to providers' 
charity load. 
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The current deductible and coinsurance payments are not related to cost of 



patients might pay under the current deductible and coinsurance provisions, the 
providers will not get payments that are even remotely related to cost. 

If beneficiaries are required to pay a significant amount (Secretary Bowen*s 
plan specifies $2,000 a year) much of this will result In bad debts. While 
Medicare currently pays for bad debts, HHS Inspector General says this payment 
is inconsistent with prospective rates — a fallacious arg\unent as long as PPS 
rates are a roll forward of rates from an era when this payment was part of the 
formula. Deductible and coinsurance provisions must not add to the burden of 
uncompensated services. 

UNCQHFENSATED SERVICES 

A special HFMA task force has studied uncompensated services. It reached the 
indisputable conclusion that "if institutional healthcare providers are to 
remain financially viable, there is no altemativfa but for payers to pay for 
uncompensated services."* Providers cannot provide services if payment is 
inadequate. Thus, the responsibility for financing catastrophic services must 
not be shifted to healthcare providers. 



*HFMA*s statement concerning "Definition of and Payment for Uncompensated 
Services and Special Problems of a Disproportionate Share" is attached. 



> 



service in any way. Thus, if payment for catastrophic service simply pays what 
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ProvUion of unconpensated sarvices is a real and legitimate business expense 
and all custoaars should shara in this cost. Pood given to the needy and credit 
loasM incurrad by a grocery store are an integral part of the prices paid by 
all cuatooars of that grocery store. The saoe is true in any business. 
Similarly, Medicare must shara in the financing of uncompensated services 
provided to non-Medicare patients. A recent HFMA survey shovs that 5.5 percent 
of ravenua (after reduction for contractual allowances) is uncompensated. This 
ia a vary real cost that Medicare should share. 

Recent legislation providos supplemental Medicare payments for the higher cost 
of serving Medicare patients by providers with a disproportionate share of 
uncompensated services. This provision '.ecognizes the special characteristics 
of patients served by these providers but does not address the uncompensated 
sarvicas problem. The current procedure of indirect taxation through payment 
shortfall in Medicare and other government sponsored programs is not an 
appropriate model for meeting catastrophic illness requirements. It is 
essential to recognize that services that are provided must be paid for by 
someone and Medicare must pay if« share. 

URmSXD MHAMD 

A government promise to cover the most difficult circumstances that require 
acute care services, to cover long-term care services, and to cover services to 
tne uninsured or under insured will doubtless foster provision of even more of 
these services than in the past. This is a desirable result for beneficiaries, 
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of course, but « risk for both the govennDent end providers. He only need 
recall the results of coverage of renal dialysis services to recognize that 
increases in deoand and huge increases in cost will result. The ESRD program is 
clearly beneficial. Lives have been improved, extended, and saved. But the 
costs have been much greater than expected. If more catastrophic services 
are to be provided, the payment arrangements for these cases is a critical 
consideration. The government must recosnire and be willing to accept the 
financial consequences of its public policy decisions. One of our chapter 
groups raised the pertinent caution that "the program will promise much and pay 
for little." 

Diminished insurance coverage of patients' financial responsibilities, any 
change in arrangements for Medicare payment of bad debts, and the inadequate 
payments that result from the current "outlier" methodology all raise questions 
about the adequacy of payment for catastrophic services. These are concerns 
even at current levels of service and even more serious concerns if more 
catastrophic services are called for. 

SOLES GONCESHS 

Providers also have no difficulty recalling the many ways that the government 
changes the payment rules after the game has begun. This happened repeatedly in 
the Medicare cost-based payment era and Jms continued with new creativity under 
PPS. The original goal of PPS was to Unit the rate of increase in federal 
healthcare expenditures. Providers were offered the opportunity to profit 
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through fulfilling that goal. The federal government has not only controlled 
expwiditurea, but has saved tremendous amounts in comparison to what would have 
been spent under the former svstem. But rigid budget targets resulted in 
ch4«,ged rules and frozen rates; denying providers the promised rewards that were 
part of the original plan. In fact, a recent HFMA survey shows that hospitals 
•xpact to loose money (lAX) next year from serving hidicare patients. 

Revenue f roc new catastrophic insurance premiums could go a long way toward 
solving the federal deficit if the government devises ways to promise the 
services but avoid paying for them. The government will not, of course, simply 
receive and keep the revenue while telling the healthcare industry to provide 
increased services with no increase in payments. There are alternatives ' . 
changing the rules to achieve the sane result, however. Current consia ation 
of "rebasing" is an example. This is just «i euphemism for lowering the rates 
hospitals are entitled to. Another option is for the government to freeze rates 
for current services, pay something for additional services, ar.d say that total 
payments have increased. 

The "ca»e-mix shuffle" can also be used to avoid paying for expanded 
catastrophic coverage. (The government has reduced PPS rates to offset much of 
the toffect of increases in case mix, the measure of the relative complexity of 
caaes served. While everyone agrees that rates should not increase because of 
changea in case coding practices, the industry contends that cases served are 
really more complex and has challenged the government to do a study to measure 
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the change in coding practices, but the govemment has refused.) As more 
catastrophic cases are served, the govemaent can contend that the increased 
complexity apparent in higher case-mix amounts is just the result of a change in 
coding practices and deny higher payment for these oore complex cases. The 
manipulation of payment by changing cas^ mix is inappropriate. 

Failure to recognize increased severity adds to our concern about the inequity 
of case-Bix arrangements. Patients are being kept alive that would have died 
and costly new technologies are more broadly available. Thus the high cost of 
serving catastrophic cases is not adequately measured by the current case weight 
system. Changes in severity of illness must be recognized. 

Payment rules must honor the original commitments, must not offset real case-mix 
change by rebasing and case-mix adjustments, and must recognize severity 
changes . 

OONCLUSION 

Attention to catastrophic illness issues is timely. We enthusiastically endorse 
more adequate federal financial participation in the catastrophic illness 
services that are now being provided. We support tetter access to catastrophic 
service for as many people as our nation's economy allows. We also support a 
financial relationship that is equitable and protects the interests of all 
people. 

RRK/mlh 
4/7/87 
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The American Acadeiay of Family Physicians is the national 
medical specialty organization representing more than 59,000 
family physicians, medical students and family practice 
residents . 

We are pleased to have the opportunity to address a pioblem of 
mutual concern to members of this committee and to family 
-hysicians throughout the country--the need for access to 
catastrophic health coverage for all Americans. We commend the 
members of this committee for the thorough review that you are 
givng this subject. 

At the outset, we do want to point out that catastrophic 
initiatives are of limited good m achieving increased access to 
health care, because they are oriented toward coverage of 
hospital care, and not preventive or maintenance care, or long 
term care. However, the Academy views the effort m Congress to 
address catastrophic coverage as a positive step toward th^^ 
eventual assurance of access to appropriate health care for all 
Americans . 

Family physicians see, first hand, the ^izd. ^ot pi'^tec'^.i. ou. 
catastrophic health care costs. We share with our patients t».id 
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their families the fear of financial deva<itation that can result 
from serious illness or injury. In our offices we are caring 
for patients who require an increased intensity of services 
because they are discharged from the hospital earlier--and 
sicker. Many of these services are not adequately cohered by 
Medicare. e struggle with the dilemma of our elderiv patients 
whose families are not able to care for them at home, but who 
cannot afford nursing home care. Vte see families forced into 
poverty oy health care expenses before meeting Medicaid 
eligibility criteria for nursing hom-? care. And although we may 
not see them, we Inow there are manv pacients who opt to go 
without needed care because of gaps m Medicare coverage. 

Catastrophic medical events pose a financial threat to Americans 
of all ages and therefore the need for catastrophic coverage is 
not limited to acute care for the Medicare population. Rather, 
the need encompasses the acute care expenses of the eideriv, 
long term care expenses, and catastrophic coverage of the 
general population. The American Academy of Family Physicians 
has considered the issue of catastrophic coverage from this 
broad perspective and has considered various options to address 
each of these areas of need. We look forward to working with 
you to address catastrophic coverage in a comprehensive fash ion . 
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Current Medicars Acute Care Coverage 

The financial liability of the Medicare beneficiary for acute 
care can become quite substantial under the current svstem as 
there is no upper limit on the out of pocket expenses the 
elderly may pay for services. 

Currently under Medicare Part A the beneficiary must pay S520 
for the first day of hospitalization. The amount serves as the 
deductible. Then for days 2-60 of a single spell of illness 
Medicare covers the inpatient care without charging the 
beneficiary. However, the beneficiary liability increases to 
$130 per day for days 61-90, and for days over JO (which are 
taken from the 60 days of lifetime reserve) the beneficiary 
copayment is $260 per day. 

Under Part 3 the annual deductible per beneficiary is S75.00. 
Part B covers 80% of what Medicare determines is a reasonable 
charge for physicians services, with the beneficiarv liable for 
the 20X copayment, plus any additional amount charged by the 
physicians. Neither routine physician services nor outpatient 
prescription drugs are covered by Medicare. 
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Propoflals For Catastrophic Coverage of Acute Care 

Proposals have been introduced m Congress which would ?o a long 
way toward limiting out of pocket medical expenses. We commend 
the Members of Congress who have thoughtfully contributed to the 
current debate on catastrophic health care insurance. Most 
discussed are proposals basea on the plan developed by HHS 
Secretary Otis Bowen, S.592, S.754 and H.R. 1245, and proposals 
introduced by Representatives Stark and Gradison, H.R. 1280 and 
H.R. 1281. The AAFP supports provisions in these proposals to 
eliminate coinsurance for hospital & ays and provide unlimited 
hospital days after the required deductible is met. Another 
good feature in both would improve che skilled nursing home 
benefit by reducing beneficiaries*' coinsurance liability. 

The Stark'Gradison approach provides a slightly more 
t omprehensive total benefit package than the Bowen proposals and 
is also more costly. Other plans are being discussed with more 
benefits which also add to the cost of the program. Ine 
feasibility, administrative simplicity and wide support of the 
Bowen plan, however, are extremely attractive features. We 
believe these are important features which make it possible to 
enact this proposal as soon as possible. 
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Financlnf of Acute Coverage 

While the need for catastrophic health care coverage is clear, 
the strategy for providing access to such coverage is not. The 
ability to finance a catastrophic program in fact defines the 
scope of the coverage that can be provided. The American 
Academy of Family Physicians encourages Congress to balance 
fiscal responsibility with compassion for the elderly in 
evaluating proposals for catastrophic coverage. 

Catastrophic cc^verage of acute care expenses of the elderly 
should be accoipplished through restructuring of the Medicare 
program. Such a restructuring should limit the financial 
liability of the beneficiary for acute care, and cover an 
unlimited number of days of acute hospital car^;. A responsible 
approach to providing this type of Medicare coverage would be to 
have Medicare beneficiaries share the catr^ntroph ic risk through 
payment of an actuarily sound additional premium. As outlined 
in S.59?., this approach would provide a S2000 annual limit for 
out of pocket expenses for Medicare covered services, a limit 
which would be affordable for nearly all ben"*f iciaries. While a 
lower out of pocket limit than S2000 annually may be desirable. 
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we are concerned that the additional premium that would be 
required to finance the catastrophic program would prove too 
costly to low income elderly. In this event subsidized purchase 
of the catastrophic policy for low income individuals t perhaps 
through a voucher or a t-^x credit, might be necessary. 
Other proposaJs, H.R. 1280 and H.R. 1281, would finance the 
catastrophic benefit by taxing a portion of the benefit's 
actuarial value. Approximately 35% of the elderly with the 
highest incomes would be taxed under this strategy. It would 
avoid imposing additional financial burdens on low income 
elderly and additional taxes on current workers. However, 
should program costs increase more rapidly than projected or as 
additional benefits are added, the increased cost to middle and 
higher income beneficiaries could become a financial strain. 

CATASTROPHIC COVERAGE OF CHRONIC OR LONG TERM CARE 

Protecting the population from the costs of long term care for 
the chronically ill also should be addressed by Congress. 
Accoraing to the AARP» nuraing home stays account for over 80X 
of the expenses incurred *5y older people spending over $2000 per 
> 3ar out of pocket for health Carc. With Medicare and private 
insurance paying an estimated 3X of nursing home costs. Medicaid 
is the only alternative available to many of the nation's 
elderly. Life savings and assets are depleted to pay for 
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nursing hoae care before Medicaid eligibility requirements are 
met. Spouses are left impoverished in order that their partners 
receive the care that they need. Family physicians are keenly 
aware of the impact of long term care expenses on their 
patientSt their spouses and their families. 

Solutions for providing protection from the catastrophic 
expenses of long term care are more difficult to develop than 
other components of catastrophic health coverage. The AAFP 
believes that the combined efforts of the government and the 
private sector are needed to address this problem. Steps taken 
immediately to protect some of the population at risk may 
stimulate other initiatives which will cover a broader 
population. 

In the Congressional Record of Ma**ch 17 1 Senator Chafee notes 
that *'approxima^ely one-half of ali Medicare recipients m 
nursing homes we.^e not initially poor^ but spent their income 
and resources on long term care before becoming eligible for 
Medicaid." The AAFP believes that a variety of strategies for 
addressing long term care should be considered. This 
organization supports the following Bowen report 
recommendations 
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<the federal government work with the private sector to 
educate the public about the risksi costs i and financing 

options available for long terTi care, as well as the « 
limitation of coverage for such services under Medicare and 
Medigap supplemental ins'jrance. 

♦that the federal government encourage personal savings for 
long term care through a tax favored Individual Medical 
Account (IMA) combined with insurance, and amend Individual 
Retirement Accounts (IRA) provisions to permit tax-free 
withdrawal of funds for any long term care expense. 

♦encouraging development of the private market for long term 
care insurance by establishing a refundable tax credit for 
long term care insurance premiums, providing favorable tax 
treatment for long term care Insurance reserves and 
removing barriers to prefunding long term care benefits 
provided by employers to retirees. 

♦offering employee-pald long term care group insurance as an 
option under the Federal Employees Health Benefit Program. 
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Other options for financing long term care which snouid be 
explored include state home equity conversion programs, which 
would provide additional liquidity for house-r ich/cash-poor 
persons to pay for long term care without being forced ♦^o sell 
their homes, and capitated delivery svstems, such as HMOs, to 
spread the risk. 

The Academy belie\es that Congress must consider means of 
addressi.-sg the costs of long term care in its discussions of 
catastrophic coverage,, costs t«hich are the major concern of the 
population. We believe the above options, which ha\e been 
endorsed by the American Academy of Family Physicians should be 
given serious consideration. 



An estmatcd 70 percent of the Medicare population purchases 
Medigap policies to supplejient what Medicare pays. The elderlv 
often don't understand what the gaps m Medicare coxerage really 
are, and purchase plans which are not adequate or uhich do not 
cover preexisting conditions. Some purchase multiple plans out 
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of the fear of financial rum that a long illness can bring only 
to find that the plans do not cover their medical care. The 
Academy would recommend that the federal government mount an 
intensive information campaign to improve public understanding 
of Medicare and Medigap coverage limitations. This is 
particularly important in the area of long term care. Much of 
the public is unaware that Medicare does not cover long term 
care and that most Medigap policies are structured to address 
gaps in acute care coverage, not long term care needs. 

We are concerned that if Congress enacts an acute care 
catastrophic benefit the public must be fully informed of the 
limitations of Medicare coverage which will still exist. 
Beneficiaries will continue to assume financial risk for 
uncovered service, various deductibles and coinsurance. 

Conclusion 

This year there is the momentum in Congress to enact legislation 
to fill some of the gaps in Medicare coverage. The American 
Academy of Fami ly Physicians urges Congress to se ize the 
opportuni ty to take this important first s tep toward the 
provision of comprehensive catastrophic health coverage for the 
American publ ic . 

Thank you for the opportunity to appear before you today. I 
would be pleased to answer your questions. 



255 




Capitol PUce. BwViinx «3 
50 F Street, N W 
SittteUOO 

Washiii(ton,OC 20001 
T <eplwoe202 638-il00 
Cable Addmc Amethosp 



STATEMENT 
OF THE 

AHERICAN HOSPITAL ASSOCIATION 
TO THE 

COmiTTEE ON LABOR AND HUMAN RESOURCE 
OF THE 
UNITED STATES SENATE 
ON 

CATASTROPHIC COVERAGE 
April 20, 1987 



SUMMARY 



Fashioning any comprehensive solution to the problem of catastrophic iiiress 
will require addressing tnree gaps In health Insurance coverage: <l) 
Inadequate Medicare coverage of catastrophic acute care costs, <2) even more 
Inadequate public and private coverage of long-term care costs, and <3) the 
presence of large iiunbers of uninsured and underinsured In the non-Medicare 
population. ANA'S recommendations fall into these three areas. 



To address the issue of acute catastrophic Illness for Medicare beneficiaries, 
AHA suggests: 



• Elimination of existing limits on the coverage of acute Inpatient 
hospital care,' 
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0 Expansion of coverago for hoiw health and sKitled nursing services 
usad in tiau of acre expansive alternatives, and extending coverage 
to prescription pharaacauticais; 

a Replaceeent of the confusing and often counterproductive cost sharing 
requireaents with an annual deductible and unifora coinsurance levels 
for a! I Parts A and B covered services coablnad, subject to an annual 
out-of-pocket expenditures Halt that Is tied to a beneficiary's 



e Institution of a Medicare preaiua to fund the expanded coverage that 
would be paid by ell benaf Iciaries, not Just those enrolled in Part 



e Creation of a prograti o; ;pple«entdl coverage for beneficiaries 
eligible for Suppieaental Security tnco«a that would pay the new 
Medicare preaiua thareby effectively r^ucing req '"^^d copayoient to 
zero, and possibly naklng a supplenantal policy a*^-* ..ble tu non-SSI 
benaf Iciaries at an actuarially sound praaiua. 

To address the aost coftnon cause of catastrophic aedlcal expenses among the 
aged— long-tera care for chronic Illnesses, Including those Involving 
psychiatric diagnoses and requiring rehabilitation * 'eataent— AHA recomnends: 

e Support for tha developaant of private-sector alternatives for 
financing long-tera care through tax irsentlves for Individuals 
purchasing long-tera care Insurance and for research Into how such 
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ln«uranc« can be structured, as well as public education as to the 
costs and likelihood of catastrophic Illness leading to the need for 
iong-tem care; 

e Separation of the long-tern care coeponent of Medicaid fro« Its other 
cocpoiients to encourage the deveiopnent of alternative nethods of 
both financing and delivering long-term care to the elderly who need 
public asslst^UKe; and 

e Substitution with a systea of federal and state subsidized loans 
through whtch e faaiiy could "borrow" against a beneficiary's estate 
to Met the cost of long-tem care to protect the ability of patients 
to return to their hom% and to enable dependents of * individuals 
neeolng long-term care to ulntaln their Independence and dignity. 

Finally, concern over the problem of catastrophic Illness anong tiie Medicare 
population should not divert attention from the significant problem of medical 
indigence in the non-Medicare population. For them, the major cause of 
catastrophic expense Is acute medical care. To address the catastrophic needs 
of the non-Medicare population, AHA recommends: 

e Implementation of public- and private-sector initiatives to reduce 
the number of uninsured and expand private catastrophic coverage; 

e Strengthening of public programs to provide coverage for those 
Indiv duals unable to purchase private health Inaurance; and 
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• Provision of infornation to the underinsured, throush insurers and 
•npioytrs, on the cost and potential value of catastrophic coverage. 

The AMrican HospUal Association connends the committee for its willingness 
to tackle the wltifaceted probla* of providing desperately needed relief for 
Aaericant fro« the fear of catastrophic illness and expense. We pledge ou** 
support and cooperation in your ivork to address this issue. 



The Issue of catastrophic coverage Is of great concern to the American 
Hospital Association's 5,600 » iber health cere institutions. Over the past 
several years, the AHA has examined a number of alternatives for iaproving the 
Medicare benefit paci(ag«, for making It more comprehensible to Medicare 
benef iciarieSi and for ensuring the long-term fiscal soundness of the 
program. The AHA also has examined public- and private-sector alternatives 
for addressing the needs of the non-Medicare population who are medically 
Indigent. 

Last December, the AHA had the opportunity to present to another comlttee of 
Congress our recommendations for a comprehensive approach to catastrophic 
coverage, addressing need*) of the elderly and non-elderly for acute and 
long-term care. The Incrf^sed level of debate and interest that has occurred 
since then Is heartening. Several bills have been introduced that address 
certain aspects of the catastrophic illness problem, including the 
Adainistration's proposal, S.5 Introduced in the Senate by Senator Dole. 
You are to be commended fcr your willingness to address the multi faceted 
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problea of providing desperately needed relief for Americans from tne fear of 
catastrophic illness and expense. 

We would like to take this opportunity to review the scope of the catastrophic 
illness problem and our recoomendations for a comprehensive approach to its 
resoiution, concluding with a few conments on the Administration's proposal. 



Each year^ thousands of faallies face financial ruin because one of their 
Bie«bers incurs health care expenses that are not covered by insurance and are 
beyond the family's ability to pay. When this happens, a serious Illness 
—which can be a personal catastrophe — becomes a financial catastrophe for the 
entire family, host Americans are protected against the cost of acute medical 
caro through either private Insurance, Medicare, or Medicaid. But, 37 million 
Americans face financial catastrophe from serious illness because they \ack 
any form of insurance. An estimated 20 million of the non-Medicare insured 
population also may be at risic for catastrophic acute care because of 
limitations on private Insurance coverage. Even in the Medicare population, a 
substantial amount of acute care must be paid out of pocfcet because of 
limitations on Medicare coverage. 

Catastrophic expenses result from three gaps in health insurance coverage: 
Inadequate Medicare coverage of catastrophic acute care costs; even more 
inadequate pubhc and private coverage of loiia«term care costs; and the 
presence of large numbers of uninsured and underlnsured in the non-Medicare 
population. 



DIMENSIONS OF CATASTHOPHIC ILLNESS 
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At current ly structured, Medicare does not provide catastrophic coverage, even 
for acute care. Acute inpatient hospitai care can caota significant 
out-of-pocket expand! tures for a small percentage of beneficiaries. For 
exaMpte, a patient staying in the hospital 60 days Incurs an inpatient 
deductible of $520, plus 20 percent of any physician charges. The copaynent 
totals $4,200 after 90 days and $18,942 after 150 days. This does not happen 
very often: In any given year only 20--2$ percent of Medicare beneficiaries 
require inpatient care, and less than 1 percent of those hospitalized in an 
acute general hospltsi stay nore than 60 days, in 1984, beneficiaries 
incurred about $4.8 billion dollars In first-day deductibles— accounting for 
96 percent of all copayMnts and deductibles for general hospital acjte care 
adiissions. When Part A and Part 8 services are considered, it has been 
estlaated that about 8 percent of enrol lees owed coinsurance and deductibles 
In excess $1,024 Ir 1984. it should be noted, however, that new delivery 
patterns eaphaslzing outpati3nt cc > are creating new gaps between patient 
expenses and Medicare coverage and, therefore, new patterns of catastrophic 
expense. 

Although the Incidence of acute catastrophic care expense aay be seal I, aost 
Medicare beneficiaries My perceive theeselves to be "st risic" because 
catastrophic expenditures are difficult to predict, and Medicare coverage 
rules are hard to understand. Most Medicare beneficiaries purchase 
suppleMntal or "wrap-around" coverage, perhaps perceiving it as protection 
against catastrophic acute care expenses or possibly as protection against 
long-tere care costs ss well. But, "wrap-around" coverage benefits are 
Melted to Medicare-covered services, which Mans that even with "wrap-around" 
policies, eost Medicare beneficiaries still run the risk of Incurring 



261 



catastrophic out-of-pocket ^ute care expenses and have almost no protection 
asainst long-t«rK cara costs. 

Outpatient pharaaceutlcais a^^a another significant and grovrlng source of 
out-of-pocket axpendltures for the elderly, with only about 20 percent of such 
costs covered by any fore of Insurance. As eore care shifts to 
non-Institutional settln3S where Medicare does not cover prescription drugs, 
out-of-pocket expenses are Increasing. Many beneficiaries find thenseives 
choosing between spending United resources on needed drugs or on the basic 
necessities of food and shelter. 

Another obvious gap In the Medicare prograa is catastrophic coverage for the 
treataent of eentat illness. Although approxlnately one-fifth of the Hedtcare 
population should have such treatinent (the Anerican Psychiatric Association 
estimates), those with aentai health problems are subject to a 50/50 
copaynent, and Medicare wilt pay no nore than $250 for outpatient care of 
Mental or emotional disorders. Those with acute mental lllnes%.8s — episodic or 
chronic— require services on a recurrent or continuing basis. 

Gaps In Insurance coverage also exist for patients needing medical 
rehabilitation, whether it Is the Medicare beneficiary recovering from a 
stroke or a young accident victim requiring extensive occupational and 
physical therapy. 

Among Medicare b^^nef Iclarles, the leading cause of catastrophic expense is 
long-term care associated with chron z Illness. Medicare provides little 
coverage for institutional long-term care, consistent with its focus on 




262 



covering th« cost of acuU Mdical •plsod«s. Mors than 90 percent of 
expenditures for iong-tera care now com froa ti«o sources: out*«f-pock€t 
expendlturej and Medicaid. Out-of-pocket expenditures by consuMrs account 
for about 45 percent of all fong-tere care expenditures. Aaong elderly 
faailles spending sore than $2,000 In a year for Mdlcai care» 81.2 percent of 
the expenses are for nursing hoM care> coepared with only 10 percent for 
hospital care and 5.9 percent for physician care. As a result » alsost half of 
the 75-year-olds who enter private nursing hoses are bankrupt in 13 weeks » and 
■ore than 70 percent exhaust their resources after a year. Once these 
catastrophic expenditures S«ave been nde* the eldei ly can obtain catastrophic 
coverage froa Hedlcald» but by that tiae '^he Illness will have iapoverlshed 
any non-Institutional ized spouse or depe^xtent^ and thereby pushed acre people 
Into a state of public dependency. 

This use of Hedlcaid as the payor of last resort for long-tera care has 
absorbed a large and increasing proportion of Hedlcaid funds and put 
considerable pressure on funds available to support the non-Medicare poverty 
population. Currently, about three-fourths of all Medicaid expenditures are 
used to pay long-tera care costs and other expenses generated by Medicare 
enrol lees» leaving about one-fourth for the growing nuaber of non-elderly, 
non-disdbled poo**. This conversion of Medicaid Into a suppleaental policy for 
Medicare enrol lees exacerbates the third catastrophic care probiea: the 
presence of a large and growing nuaber of uninsured and unde'*In8ured 
non-elderly. For those without Insurance, any significant Illness is 
generally catastrophic, and the nuaber of uninsured Is growing. By 1985» 37 
all I ion people lacked Insurance, one-third of thea living below th, poverty 
ievel and another third below double the poverty level. This large and 
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Srowing nt«b«r of uninsurtd rasutts fro* two tr«nds: zn Increase In the 
nuMber of people below the federal poverty level, and a siaultaneous decrease 
In the nuiiber of people covered by Nedicaid. 8y 1983, Medicaid covered less 
than 40 percent of w.te poor, coi^ared with 65 percent In 1976. For the 
uninsured, tne aost frequent cause of catastrophic illness Is acute care, and 
even aoderate expenses can be catastrophic. 

The absence c/ Insurance coverage for non^tastroohic acute care say actually 
Increase the likelihood of catastrophic illness. For exeiiple, sany studies 
have shown that lack of prenatal care, a frequent occurrence aaong the 
uninsured, results in high-risk births and often very high neonatal Intensive 
care costs. In addition, of those who are ir^red, a significant 
■Inorlty^-Mpoclaily those with individual rather than group coverage>-3tI i 1 
run a significant risk of incurring eedlcal bills they cannot pay, and 
therefore are "under Insured" for catastrophic care. One study found that 
about cne-fourth of ':h« non-alderly populatlon-HK>re than 57 all lion people In 
1965— Is either uninsured or underlnsured. Although Mich of the discussion 
regarding catastrophic health insurance has focused on the elderly population, 
children and their faaliles also suffer froa the effects of catastrophic 
Illness. Although Nedicaid covers poor children, benefits vary widely froa 
state to state. It la estlaated that 12 Billion children wuSr the age of 18 
are uninsured. And even for faailles with insurance, a trauutic childhood 
illness or a serious chronic dissasa or disorder could result In financial 
catastrophe for the faally, either through increased out-of-pocket expenses or 
wages lost because of tlae spent with an ill child. 

In a sense, uncompensated care costs represent a second stage of catastrophic 
care costs, after a person or fawlly can no longer pay out-of-pocket for 
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uncov«r«5 car*. In 1985, uncoapMsatad cara (charity cara and bad dabt) 
providad by hoapitala to thoaa unabia to pay coat hospital a— and, indiractly, 
othar hospital patianta->$7.4 bilMon. Thia was aora than doubia tha cost in 
1960. Givan tha currant consciantious dabt>collaction forts sada by 
hospitals, this $7.4 billion raprasants costs that patiants could not pay, 
i.a., claarly catastrophic costs. 

In short, nhila discussions of tha catastrophic cara problaa fraquantly focus 
on tha draaatic, ralativaly rara, acuta cara axpansas of tha aldarly, tha 
catastrophic cara problaa is such broadar and auch daapar, axtanding to both 
young and old, uninsurad and insurad. 



Any coaprahansivo solution to tha problaa of catastrophic illnass aust address 
tha thraa gaps in haallh insuranca covoraga: (1) inadaquata Madicara coveraga 
of catastrophic acuta cara costs, (2) avan aora inadaquata public and privata 
covaraga of long tara cara costs, and (3) tha prasanca of larga nuabars of 
uninsurad and undarinsurad in tha non-Hadicara population. Tha AMA*s 
rscoaasndatlons fall into thasa th m areas. 

Madicara Catastrophic Acute Cara 

FOr Madicara i>anfif Iciarlas, aajor issues include tha fear of future insolvency 
and collapse of the prograa, and an acute care benefU that covers less and 
less of their expenses. 



TOWARD A COHPftEHENSIVE SOUTION 
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Long-f m Solvency of Mddicart . kW .jgh lif)roved in r%cw\t years, th« 
financial outlook of tha Nadlcara prograa rawint cloudy. Tha dacllning ratio 
of workart to banaf Iciarias irill contrlbuta to long-tani financial inatablllty 
in tha Madlcara iM-ograa and aay placa a aavara burdan on futura gafwrationa of 
Morkars. Oonaaquantly, torn hava tuggaatad tha lapoaltlon of a aaans tast to 
littit tha ;»iza of tha aligibia population and to raduca fulura axpandlturas. 
Such proposals should ba rajactad. Unlvarsal covaraga crcatos a strong base 
of political support for tha prograa and spraads risk across tha antira 
population. Also, of tha non-poor aidarly and disablfid would hava aajor 
difficult las obtaining adaquata privata covaraga, and aost non-poor aidarly 
imid quickly bacoM aadically Indigent if thay suffered a catastrophic 
illness, 

Kadlcare should continue to provide univarsal coverage for tha elderly and 
disabled. Eligibility should not ba tied to beneficiary incoi«, but should be 
tied to tha age of •llgibility for Social Security benefits. Basic Nedicare 
benefits should continue to be funded on a pay-as-you-go basis. To address 
the actuarial probless anticipated as a result of the changing deaiographic 
structure of tha United States, and to fund acute care catastrophic coverage. 
Medicare ahould institute a pre«iua, which should *a included in out-of-pocket 
costs when coaparing individual expenditures to an annual out-of-pocket 
liait. Through Medicaid, Medicare should pay the Medicare premium and provide 
suppleaentai coverage of raquirad coinsurance for Medicare beneficiaries 
receiving or eligible for supplaMntal security income (SSI). 

Restructuring the Benefit . The original Medicare benefit was structured 
around ihe belief that most acute care occurred in inpatient hospital 
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Mttingt. This is no longsr sntirtly trus. Ssrvicss that ars not covered at 



all by Nsdicara, such as prascription drugs providad to non- inpatients, have 
baccM an incraasingly important part of Mdical axpanditurss of tha elderly. 
Tha principal barrier to coverage of prescription pharuceuticats has been the 
fear of substantial utilization and cost increases resulting froa coverage for 
ber.aficlaries Mho use saall aaounts of services or for vvhoa the costs of such 
services are a saall percentage of incoae. These probieas can be reduced by 
expanding the set of covered services to include prescription pharaaceuticals, 
but Halting tNt coverage with an annual deductible and copaynents until an 
annual out-of-podcet Halt Is reached. 

A More significant problea results froa the increased reliance on alternatives 
to inpatient hospital care. Expenditures for outpatient services have risen 
as care has aoved froa the inpatient setting to the outpatient setting^-for 
exaapie, in the i bstltution of outpatient for Inpatient surgery. 
Out-of-pocket expenditures have been Increasing as a result because outpatient 
services aore often carry copayaent requirenents. 

A aacond source cf increased out-of-pocket expenditures has been for covered 
skilled nursing facility <SNF) care. The current copayaent level virtually 
allainates the SNF benefit for all but the first 20 days. Medicare Halts on 
the average daily routine cost al lowed for SNF care, which vary by area and 
type of facilityi range froa $60 to $90. Because the current copayaent is a 
set $85, Hedicara only pays froa zero to about 25 percent of the cost for days 
21 through 100. 

A third source of increased out-of-pocket expenditures Is skilled nursing and 
hoaa health services for which Medicare coverage is denied. Medicare 
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b«otf iciarUt aro often caught up In th« pattnt absurdity of being told they 
are not iick enough to warrant adaistlon to a hospital, but they are too sick 
to be treated at hoM, and they cannot be treated In a SHF because they have 
not Mt the three>day prior hospitalization rule. Medicare adiinlstrators 
have used the absence of clearly defined coverage criteria to apply 
Increasingly stringent nedical criteria to ckliled nursing and hocM health 
clalM, resulting not only In the denial of coverage but also Increasing 
reluctance on the part of so«e providers to accept Medicare patients. 

The Most pressing need Is to require that aedlcal review criteria used by 
fiscal Intermediaries be written and Mde available to providers and 
beneficiaries to proaote understanding of the benefit and better assessnents 
of the appropriateness of clalM denials for horn care and skilled nursing 
care. Making som tense of coverage criteria for these services also should 
focus on a sorting out of where beneficiaries should be cared for when they 
have an acute episode of Illness, and on providing the flexibility to use the 
appropriate level service without artificial barriers. In the course of doing 
so, It will be laportant to establish aore appropriate conditions under which 
the services will be covered, including: relaxation of the "hoae-bound" and 
"Interaittent care" requlreaents for covered hoae health care; eliainatlon, in 
.^wle or In part, of the three-day prior hospitalization requlreaent for 
receipt of SMF care; and eliainatlon of arbitrary barriers to the provision of 
and payaent for needed skilled subacute services by qualified hospitals when 
extended care services are needed but appropriate placeaent is unavailable. 

Even with Medicare's focus on acute Inpatient care, soae beneficiaries 
experience catastrophic expenses for their In-hospltal care. Beneficiaries 
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who txhaust the "basic" Inpatient benefit of 60 days can rapidly incur 
copaymnts anounting to several thousand dollars, and each year a small, but 
significant, nuMber of beneficiaries exhaust their "IKitine reserve" coverage 
of acute inpatient services. For these individuals, and for those 
beneficiaries who experience Multiple hospital adaisslons in a single year, 
out-of-pocket expenditures can be substantial. 

In addition, beneficiaries often have trouble underitam'.lng when their care 
will be covered. The use of "benefit p^iriods" or "spells of illness" to 
detemlne if an inpatient stay Is covered Is confusing. Elinlnating the 
Halts on inpatient coverage would both provide coverage of catastrophic 
hospital stays and vvould nake the Medicare benefit less confusing to 
beneficiaries. Further, the pattern of copayment varies by type of service, 
leaving beneficiaries uncertair as to their out-of-pocket obligations. An 
annual deductible for all covered services, combined with uniforn copayment up 
to a naxiwMi out-of-pocket llKlt keyed to Incofflo, would establish positive 
consuoer incentives an^ protect all beneficiaries against catastrophic costs. 
An SSI Supplemental packrge would protect access for tow-Income beneficiaries. 

To address catastrophic acute care expenses resulting from Inadequacies in the 
current Medicare benefit package, several changes should be made: 

e Un Mai ted inpatient hospital care should be covered by eliminating 
all current Units; 

e Coverage should be extended to prescription pharmaceuticals; and 
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• Th« restrictions on coverage of home health and skilled nursing 
services should be revised to perait beneficiaries to sake use of 
less expensive alternatives to Inpatient acute or long-tern care, 
•.g.» by relaxing the Intemlttent care and hone-bound requirements 
for home health services and the three-day prior hospitalization 
requirement for SNF services. 

The current system of copayment should be replaced by requirements that 
establish positive consumer Incentives, that are sensitive to differences In 
beneficiary Income, and that are more understandable to beneficiaries: 

e Combined Part A and Part B expenditures for covered services should 
exceed an annual deductible before Hedlcare begins to provide 



e After the annuai deductible has been satisfied, a uniform percantage 
copayment should be applied to all covered services, subject to an 
annual out-of-pocket limit; 

e Once the annual out-of-pocket Mult is reached, no additional 
copayment should be required; and 

e The annual out-of-pocket limit should varv with beneficiary income. 

Supplemental insurance for required copayment s and non-covered services should 
continue to be available through private Insurers. As an alternative to 
private supplemental insurance, Hedlcare could offer a voluntary supplemental 



coverage; 
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coverage option that would reduce required annual out-of-pocicet expenditures. 
This coveraso could be paid for through a premium equal to the actuarial value 
of the coverage, and would not oe subsidized by tax appropriations to avoid 
preempting the private insurance market. 

A!so, the creation ')f tax incentives to allow individual Medical Accounts 
(IHAs) should be considered a means of encouraging Medicare beneficiaries 
to ai'*ufflulate sufficient savings for future medicai care costs, including the 
purchase of supplemental coverage, payment of the Medicare premium ar.d 
copayir3nt amounts, purchase of private long-term carf> !n&v ranee, or payment 
for long-term care. WhiU '\s cannct serve as a corr.arstone for financing 
Medicare, tney nay reduce the future need to use general revenues or payroll 
tax^^it to fund care, particularly long- tern care. 

Offering beneficiaries the option of enrolling in qual.. ed private health 
plans, which combine the financing and delivery of care and are paid on a 
capitation basis, also has potential as a mea'^s of providing catastrophic 
coverage at lower total costs to the program ^nd beneficiaries. The expansion 
of these alternatives may be limited in the short term by the absence of 
actuarially sound methods of computing premiums or voucher ai.«ounts for 
individuals and small groups. Medicare should continue research and 
demonstration activities needed to develop and test methods of implementing a 
uapitation option more widely. 

Long-Term Care for the Medicare Po pu lation 

Long-term care i^ the leading cause of catastrophic medical expenses among the 
elderly. Out-of-pooicet expenditures by patients and their families are Iho 
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■ost Important source of financing for long- tern care. Medicare covers only 
United, po«t-acute skilled nursing care, vrhlle Medicaid covers long-term care 
at the skilled nursing, Intermediate, and custodial levels. To qualify for 
Medicaid coverage, It Is necessary to spend down savings and Investments, 
Including investments In a family home. Thus, to qualify for public 
assistance, it Is necessary to Incur catastrophic expenses. 

The financing of long-term care (I ^eluding sicilled nursing facility, 
Intermediate care facility, home care, and custodial "nuroing home" care) has 
been, and will continue to be, a shared reiponsibillty of Individuals, the 
private sector, and state and federal government. The goals of public policy 
should be: to encourage individuals to -ake provision for long-term care 
needs to the extent permitted by their incoos; to provide access to needed 
long-term care when individual resources are inadequatej and to establish a 
wore humane alternative to spend-down requirements. To attain these goals, we 
believe that: 

• nie development of private sector alternatives for financing 
long-term care should* be encouraged through tax Incentives and 
demonstration projects supported by both the public and private 
sector. IHAs might be structured as a type of long-term care 
insurance. These initiatives should include efforts to increase 
understandip'' Hsaonq the elderly and non-elderly of the need for and 
cost of ^mg-term care; 

e For the population dependent upon public assistance, public programs 
should stress keeping patients out of Institutional settings, when 
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appropriate, and should encourage innovation in the deiivery of care 
to the chronically III. The restructuring of Hedic^id and creation 
of a distinct progran of long-tem care coverage for low- income 
Medicare beneficiaries would encourage such innovation; ano 

e To protect the dependents of chronically III Individuals, and to 
rrduce the risk of long-teni dependency by those needing iinited 
aaounts of iong-teni care, a federal and state progran of loans could 
be established through which a fMity cci'd "borrow" against a 
beneficiary's estate to aeet the cost of long-tera care (Including 
sicilled nursing, InterMdIate, and custodial care) for an 
Institutionalized faalty aenbar. In the case of couples, the 
noivinstltutioflaMzed spouse would retain tN use of the assets until 
his or her death. 

In the long tern, It appears that ^he systeoi of flr*ancing long-term care will 
continue to involve both the public and private sectors, although current 
public and prlvite arrangetnents leave rood for substantial Inprovenent. More 
work Is needed to develop innovative approaches In both the public and private 
sector, and to identify how best to neet the varying needs of different 
populations. Proposals such as the IMA, If combined with fong-terR care 
insurance, offer a potential neans of encouraging the development of a more 
rational private syLteM for financing som lon^-terM care. Proposals to 
restructure Medicaid offer a potential cians of making be^.ter use of public 
funds to care for those unable to finance their own care. And the proposed 
construction of a "loan" program provides a More dignified, and possibly 
cost effective, aittirnatlvo to Medicaid spend-down requirements. 
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Catattrophlc Hlmtt and th» WQn-Medlcir» Population 

Concern ovar tha problaa of catastrophic Illness mons the Medicare population 
should not draw attention array froa ..he significant problec* of aedlcal 
Indigence In the non-Hedicare population. Aiong the population not covered by 
Medicare, the aajor cause of catastrophic expense is acute nodical care. Any 
significant illness is ''catastrophic'* for an Individual rithout health 
insurance. Approxintely 37 ■Iltlon Aaericans are nlthout health insurance of 
any Kind, and another 20 all I Ion are insured only Intensittently, or have 
policies which do not jve' catastrophic illnesses. When serious illness 
strlices these individuals, they becoM part of the eedlcally indigent 
population. 

Consequently, a aajor priority for both the pub!;c and private S4)ctor shouid 
be the lapleaentatlon of Methods to both reduce the nunber of uninsured and 
strengthen public prograns to provide coverage for those Individuals who are 
unable to purchase private health Insurance. Appropriate aistlons Include the 
strengthening of tax Incentives to obtain adequate insurance, the creation of 
risk pools for the Medically uninsurable* and the strorrgthening cf Medicaid. 
Parallel actions should be taicen to address the issue of catastrophic Illness 
aeong the Insured population. Insurers and eeployers should make lnform;^tlon 
on the cost ar^ potential value of catastrophic coverage acre widely 
available, and federal policies should encourage the coverage of catastrophic 
illnesses by private Insurance. 



COfflENTS ON THH ADMINiSTRATION'S PROPOSAL 



We would also like to take this opportunity to provide to>r*e brief comoents on 
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thf Adnlnistrat Ion's catastrophic proposal* The Medicare Catastro;>hIc Illness 
Coverage Act ($.592) would: oliMinate the day Hal tat ions on acute inpatient 
hospital care except for Inpatient psychiatric hospital care; ellainate the 
confusing s ell-of-Iilness concept and Halt first-day hospital dec ctibles to 
tNO oer year; ellalnateall copaynents for Inpatient hospital and skilled 
nursing facility care; ilalt combined Part A and Part B cost-sharing for 
covered services to $2,000 per year; and fund these expanded benefits by 
adding an actuarially sound prealui to the t'art B prewium, Initially estimated 
to be $4.92 a i»nth. 

These proposed changes In the Medicare acute care benefit would be a first 
step in addressing the proble* of catastrophic expenses for Medicare 
beneficiaries. Although ^.here Is only a snail expansion of coverage, this and 
sinitar proposals would provide soee relief to those beneficiaries who 
experience significant copaynent and deductible «>xpensds for covered services; 
so«o peace of alnd for those beneficiaries frightened by the possibility of 
significant cost sharing for covered services; and simpi if Jcatlon of the 
benefit and cost sharing provisions so that beneficiaries wofild be better abie 
to assess the value of private Medicare suppleoental Insurance policies. 

Although we urge adoption of a broader catastrophic approach, there are some 
nodest expansions and alternative approaches that we believe would improve the 
extent to which S.592 deals with the acute care catastrophic needs of Medicare 
beneficiaries. They are: (1) better access to non- inpatient acute care 
services; (2) eliKlnatlon of the Ilfetliae Unit on acute inpatient psychiatric 
hospital care; and (3) providing for Income sensitivity in the financing of 
catastrophic coverage. 
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Exoandlng Ac cest to Non-inpatlut Cara . As discussed In detail above, 
significant changes have occurrea In Mthods for delivering acute care since 
the Hedlcare benefit package was originally designed. To be effective in 
responding to those changes, ' « Hedlcare acute care benefit should be revised 
to Include outpatient pharaaceutlcals (subject to m\ annual deductible and 
copayaents) and to provide greater, aore flexible use of hoee health and SNF 
services. 

Ellainatinq the Halt on Acute Inpatient Psychiatric Care . The 190-day 
llfetiM Melt on acute Inpatient psychiatric hospital care— which S.592 would 
leave lntact--.ls outaoded and unnecessary, with extensive utilization 
controls and cost-per-case Mslts on payiwnt, there Is no basis for 
perpetuating a two-class systea of coverage for psychiatric ai>d 
non-psychiatric liiness. It Is Inappropriate to substitute a Maltation on 
benefits for effective utilization review, particularly givv the active 
lnvoiv6«ent of the psychiatric coMunlty In substantially iaproving 
utilization controls since Medicare was enacted. 

In the past decade, there have been significant advances In psychopharaacology 
and biological testing that have resulted In eore precise diagnoses and 
efficient approaches to treatnent. There Is also widespread and persistent 
evidence of the reduced rate of Increase of aedical expense following aental 
health treataent which argues for the Inseparability of elnd and body In 
health care. All public and private health insurance programs for financing 
health care should include benefits for the active treataent of aental liiness 
and substance abuse and dependence that are equal to benefits provided for 
physical Illness and disability. 
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Incope Sensitivity In Fin«...clnq Catastrophic Coverage . To generate revenues 
to support the expanded coverage, S.592 uses the straight-forward approach of 
an actuariaiiy sound prMlun. This approach has the advantage of explicitly 
relating financing to the cost of beneficiary benefits. The primary 
disadvantage of a preaiui approach, of course, Is that it is not Incorae 
sensitive— an significant disadvantage for the 49 percent of the elderly whose 
annual incoaes are less than $10,000. Furthemore, S.592 would provide the 
expanded coverage only to those Medicare beneficiaries who are enrolled in the 
Part B prograa. Although nost beneficiaries are enrolled In both Parts A and 
B, ainost 1 ail I ion beneficiaries are covered only oy Part A and there is 
strong evidence to suggest that they aay not be abie U afford Part 8 coverage 
and are Ineligible for Medicaid. A 1980 study showed that, for the most part, 
those with only Medicare coverage (unsupplenented by either Hedlca^'' or 
private coverage) are those with the greatest aedical needs and the fewest 
resources— people who are over 75, black, and have low income and education 
levels. 

Although mora complex, the idea of cor^blning a universal presium with 
protections for iow-incooe beneficiaries nerits soeie exaoii nation. For 
exaaple. Medicaid coverage could be restructured as an SSI supplemental 
package to cover copaynents and pay the Medicare praniua for those 
beneficiaries for whoo even Halted out-of-pocket paynents would be a 
significant burden. For the low-Income beneficiary who cannot afford 
supplemental Insurance and who does not qualify for Medicaid coverage, 
counting premiums l.^ward out of-pocket limits and tying limits to income would 
be a major positive step. 
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CONCLUSION 



Although discussions of th« catastrophic cara problaa frequently focus on the 
drawtic, ralatively rara, acuta cara expanses of the aiderly, the 
catastrophic cara problaa is auch broader and auch deeper, extending to both 
young and old, uninsured and insured. 

Hany contend that we, m a nation, cannot afford to address all but a saaii 
portion of the problea. W# subait that, aa an enlightened society, we cannot 
aff/^d to not address the full scope of the problea. The AHA pledges its 
support and cooperation in tackling this problea, building step by step toward 
a coafirahenaive approach to providing desperately needed relief for Aaericans 
froa the fear of catastrophic illness and expense. 
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QUESTIONS FOR OTIS R. BOWEN, M.D. 
SECRETARY OF HEALTH AND HUflAK SERVICES 



1. On February 5, 1987, you issued a memorandum to the 
Regional Health Administrators calling for scrupulous 
enforcement of Icngstanding department policies regarding 
Title X. You called for strict enforcement of both the ^ 
Section 1D08 abortion prohibition and the PUS Exceptional 
Organizations rules* Since, in 1982, the General Accounting 
Office clearly indicated that the Department needed to 
provide guidance regarding the policy interpretation of 
Section 1008 — namely that Section 1008 prohibits Title X 
funds from being used to promote or encourage abortion — ^what 
actions have you taken since February 5 to provide the 
guidance needed regarding abortion related activities? 

2* Jo Ann Gasper, Deputy Assistant Secretary for 
Population Affairs, issued a program instruction on January 
21, 1987, which brought to the attention of the :iegional 
Health Aoministrator s that under the Exceptional Organization 
provisions of the department's rules. Regional Health 
Administrators were supposed to review or-^anizaLions 
regarding their advocacy position. In your February 5, 1987, 
memorandum to the Regional Health Administrators, you agreed 
with this basic intention. It is my understanding that the 
Regional Health Administrators have not been reviewing 
organizations regarding their advocacy ^^osition — contrary 
to PHS policy. V at steps have you taken to insure that the 
RHA»s review the ^^''o^^^^^t ions * advocacy position rather than 
^ust the proSecc s? 

3. The GAO (Gener:^! Accounting Office) in 1982 pointed 
our areas where the Title X program was in violation of 
statute and department policy. These areas included: 

* abort.'on counseling practices, 
» aoortion referral practices, 

* the use of educational materials whicl link barrier 
methods of contraception with early abortion in 
esse cf contraceptive method fcilure, 

* co-]ocation of family planning clinics with abortior. 
clinics to reduce the cost of provicmc abortion 
services, anc 

tr;£ pc^rer,-- c: quite larce Furs — if. ont C2£* S2T,£:Cf- 

O'jz c: tne Title }. pioo:ar. zc o; car.izct2on£ ioDoyinc 

for aoortion. ^ 
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Questions fcr Otis P.. Bowen, M.D. 
Page Two 



The Department of HHS responded to the GAO report by agreeing' 
that guidance was n-scessary and v;ould be forthcoir^ing . It is 
iny understanding that HHS has not issued the further guidance 
which you promised. Is thes correct? V?hat guidance ha3 been 
provided on these icsucs since 1D82? 

4. You wrote me on August 19, 1986, on the subject of a 
revision of the Title X guidelines, stating that: 

"Under the revised guidelines, counseling and referral 
for abortion will no longer be required except in 
cases in which this action is medically indicated 
because the life of the moth^^r would be endangered if 
the pregnancy were carried to term. Grantees uho wish 
to ')rovide counseling and referral on all pregnancy 
option, including abortion, will still be permitted 
to do so when a woman with an unintended pregnancy 
makes an explicit request for information and/or 
referral, but such action will no longer be required." 

On September 19, 1986, you ac,ain wrote to roe on tht subject - 
of the revised guidelines, and saio.- 

"The words "are to" are being chant;er» to "ma; , thus 
clarifying that counseling on the three opti< - s is 
not mandated when a woman with an uni^i tended ^.regnanc* 
requests information on her alternative courses of 
act ion . a^Jiflpy.pl .t'p^V.g ViflCl ines an d the nev ch ange, 
are enclosed for your re ference ." (emphasis added) 

It is my understanding that, in contradiction to the 
assurance offered in these letters, no guideline change hai: 
ever oeen issued. Is that correct? V7hy is this so? 

5. Why is the department continuing to require abortion 
counseling for family planning purposes (i.e., to end an 
unintended pregnancy) when the Title X statute and 
longstanding HHS department policy clearly prohibit actions 
which promote or encourage aoortion? 

6. You have used the excuse that conference report 
language prohibits you from making administrative changes to 
Title X as a way of ensuring that the Title X prograir 
guidelines are r.ot Drought mtc conformance vitr ioncstancmc 
cepartn.en- polic\ and tht President *s anti-aoortior. poiic\. 
Kny is that? Does your department consider itself oounc to 
conference report language? V/hat is the basis for this 
determination? 
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Questions for Otis R» Bowen, H.D. 
Page Three 

?• inien Congress enacted Title X, we clearly stated that 
programs where abortion is a method of family planning are 
not to be funded. Why have you permitted the Public Health 
Service to administrative countermand the intent of Congress 
and review only the "project"? "Project" is apparently 
cefined by HHS as the activity for which Title X* funds vjere 
provided, and since Title X funds can't be used for abortion, 
anything abortion-related is simply determined to be excluded 
from the project. (This is, I think, a tautology.) Will you 
go back to Lhe language of the law, and exclude funding of 
Title X pj.oiect^ in prog rams where abortion is a method of 
family planning? 

8» The co-location of abortion clinics with Title X 
family planning clinics clearly promotjs abortion by cloaking 
abortion activities in the respectability of the family 
planning^program. Co-location also reduces the cost of 
operating the abortion clinics and therefore represents an 
illegal subsidy of abortion* VJhat actions have you taken, or 
will you '"take, to restrict the co-location of abortion 
clinics with family planning clinics? 

9. I would like to crominend you for your efforts in 
supporting the Administration's pro-life legislation. 
Clearly this initiative is important. We must not lose 
sight, "however, that certain problems within the Title X 
program can be resolved administratively (i;e. review of 
advocacy organizations abortion counseling and referral, 
co-location of family planning and abortion clinics, 
restricting support of abortion lobbying). What steps are 
you taking to ensure that the Title X program is administered* 
in stric, conformance with the law and applicable rules and 
regulations since this has not- b<>en done in the past? 
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DEPARTMENTOF HEALTH li HUMAN SERVICES 



Offce of th« Seaeury 



W»Vwngton, O C 20201 



Mr. Janes Pcxell 

OoomittGe on lAboc az^ Buntsn B&scxirces 
Chitea States Senate 
Rishington, D.C 205x0 

Dear Mr. Powell: 

Closed are responses to the additional questions from the April 8 
catastrophic health insuraix:e l)earing of the Labor and Buoan Bssources 
Conmittee. Ple^lse excuse the delay in responding to your request. 

Sincere ly» 

Patricia Knight i 
Deputy AssistdntVSsc^^^ 
for I^gislatloiv^alth 

Enclosures 
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Question 1 

On February 5, 1987, you Issued a memorandum to the Regional 
Health Administrators calling for scrupulous enforcement of 
longstanding department policies regarding Title x. You called 
for strict enforcement of both the section 1008 abortion 
prohibition and the PHS Exceptional Organizations rules. Since, 
in 1982, the General Accounting Office clearly indicated that the 
Department needed to provide guidance regarding the policy 
interpretation of Section 1008 — namely that Section 10O8 
prohibits Title X funds from being used to promote or encourage 
abortion — what actions have you taken since February 5 to 
provide the guidance needed regarding abortion related 
activities? 

Answer 

Attached is a copy of the notice of proposed rulemaking which the 
Department published in the Federal Register on 
September 1, 1987. These proposed regulations will carry out 
President lieagan's pledge to strengthen and clarify rules which 
prohibit abortion or abortion-related activities in the Title X 
family planning program. The proposed regulations will: 

o make clear that a project which provides 

counseling and referral for abortion services 
as a method of family planning will not be 
eligible for Title X funds; 

o require Title X-supported projects to keep 
their projects entirely separate and 
distinct, financially and physically, from 
any abortion-related activities; and 

o prohibit Title X projects from taking actions 
which encourage, promote or advocate abortion 
as a method of family planning, or which 
assist a woman in obtaining an abortion as a 
method of family planning. 
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Question 2 

Jo Ann Gasper, Deputy Assistant Secretary for Population Affairs, 
issued a program instruction on January 21, 1987, which brought 
to the attention of the rtegional Health Administrators that under 
the Exceptional Organization provisions of the Department's 
rules. Regional Health Administrators were supposed to review 
organizations regarding their advocacy position. In your 
February 5, 1987, memorandum to the Regional Health 
Administrators, you agreed with this basic intention. It Is my 
understanding that the Regional Health Administrators have not 
been reviewing organizations regarding their advocacy position — 
contrary to PHS policy. What steps have you taken to insure that 
the RHA's review the organizations* advocacy position rather than 
just the project? 

Answer 

While the Regional Health Administrators review all projects for 
compliance with Section 1008, clarification is needed on the 
exceptional organizations policy. Attached is a copy of a recent 
OIG letter to Senator Humphrey responding to several questions on 
the matter of exceptional orc,anizations policy. In that letter, 
the OIG strongly recommends that the PHS Manual chapter be 
revised and re-issued (in the form of a regulation, if necessary) 
to clarify departmental policy regarding advocacy organizations 
and make the policy enforceable. OIG ^^urther recommends that 

such a revision be undertaken by t Public Health Service (PHS) 
in conjunction with the Office of General Counsel (QGC) to ensure 
that the current legal vulnerabilities identified Dy OGC are 
fully addressed. This action is now being pursued by the Public 
Health Service. 
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Question 3 



!wo''?hl^T"M!^''''''°""^^"^ °^?^^^> 1582 oointed out areas 
where the Title x program was in violation oi statute and 
department policy. These areas included: 

* abortion counseling practices, 

* abortion referral practices, 

* the use of educational materials which link barrier 
methods of contraception with early abortion in the 
case of contraceptive method failure, 

* co-location of family planning clinics with ahortion 
clinics to reduce the cost of providing abortion 
services, and 

* the payment of quite large sums — in one case $27,000 
- out of the Title X program to organizations lobbyinq 
for abortion. ^ ^ 

The Department responded to the GAO report by agreeing that 
guidance was necessary and would be forthcoming, it is my 
understanding that HHS has not issued the further guidance 
which you promised, it this correct? What guidance has been 
proviaed on these issues since 1982? 

Answer 

The September l, 1987 proposed regulations will clarify rules 
which prohibit abortion or abortion-related activities in the 
Title X family planning program. The proposed regulations 
will require that a Title X-supported project provide an 
assurance satisfactory to the Secretary that it does not 
include abortion as a method family planning. The assurance 
must include representations as to compliance with specific 
requirements, including: 

o A project which provides counseling and referral for 

abortion services as a method of family planning is not 
eligible to receive funds, in addition, since Title X 
funds are essentially intended for preventive family 
planning, services related to pregnancy care after 
pregnancy is diagnosed may not be provided with Title x 
funds. 



A project must be kept entirely separate and distinct, 
financially and physically, from any abortion-related 
activities. This requirement includes maintaining 
separate financial, accounting, personnel, and medical 
record systems and separately maintaining other project 
functions and physical facilities in such a manner as 
to clearly separate Title X funded activities from 
abortion-related activities. 
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Answer to Question 3 continued : 



o A project may take no action which encourages, promotes or 
advocates abortion as a method of family planning, or which 
assists a woman in obtaining an abortion as a method of 
family planning. Lobbying for the passage of pro-abortion 
legislation, providing speakers to argue for abortion as a 
method of family planning, or paying dues to organizations 
that advocate abortion as a method of family planning are 
all prohibited activities under the proposed rules* 
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Question 4 

You wrote roe on August 19, 1986, on the subject of a revision of 
the Title X guidelines, stating that: 



"Under the revised guidelines, counseling and 
referral for abortion will no longer be 
tequired except in cases in which this action 
is medically indicated because the life of 
the mother would be r.idangercd if the 
pregnancy were carried to term. Grantees who 
wish to provide counseling and referral on 
all pregnancy options, including abortion, 
will still be permitted to do so when a woman 
with an unintended pregnancy makes an 
explicit request for information and/or 
referral, but such action will no longer be 
required," 



On September 19, 1986, you again wrote to me on the subject of 
the revised guidelines, and said: 



"The words "are to" are being changed to 
"may," thus clarifying that counseling on the 
three options is not mandated when a woman 
with an unintended pregnancy requests 
information on her alternative courses of 
action. A copy of the guidelines and the new 
change are enclosed for your reference." 
(emphasis added) 



It is my understanding that, in contradiction to the assurance 
offered in these letters, no guideline change has ever been 
issued. Is that correct? Why is this so? 



The Department's September 1, 1987 proposed rules for standards 
of compliance with the Title X statutory prohibition on use of 
appropriated funds in programs where abortion is a method of 
family planning would prohibit counseling and referral for 
abortion in all instances. Under the proposed rules, options 
counseling would no longer be permitted in Title X clinics. When 
the proposed regulations become final in December, they will 
supersede the present Title X guidelines to the extent that the 
guidelines are inconsistent with the final rules. After the 
final rules are issued, the Department intends to issue revised 
Title X guidelines reflecting the new regulatory standards. 



Answer 
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Question 5 

Why is the department continuing to require abortion counseling 
for family planning purposes (i.e., to end an unintended 
pregnancy) when the Title X statute and longstanding HHS 
department policy clearly prohibit actions which promote or 
encourage abortion? 



The proposed rules will prohibit Title X projects from providing 
counseling and referrals for abortion. In order to give effect 
to the statutory prohibition on the use of Title X appropriated 
funds in projects where abortion is a method of family planning, 
under the proposed regulations, a project which provides 
counsel inc, and referral for abortion services as a method of 
family planning will not be eligible for Title X funds. 



Answer 



y 
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Question 6 

You have used the excuse that conference report language 
prohibits you from making administrative changes to Title X as a 
way of ensuring that the Title X program guidelines are not 
brought Into conformance with longstanding department policy and 
the President's antl-abor tlon policy. Why Is this? Does your 
department consider Itself bound to conference report language? 
What Is the basis for this determination? 



The Department Is not legally bound by conference report language 
and on September 1, 1987 published proposed rules to give effect 
to the statutory prohibition on the use of Title X funds in 
programs where abortion is a method of family planning. 



Answer 
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Question 7 

When Congress enacted Title x, we cleorly stated that programs 
where abortion is a method of family p?anning are not to be 
funded. Why have you permitted the Public Health service to 
aarainistratively countermand the intent of Congress and review 
only the "project?" "Project" is apparently defined by HHS as 
the activity for which Title X funas were provided, and since 
Title X funds can't be used for abortion, anything abortion- 
X simply determined to be excluded from the project. 
(This is, I think, a tautology.) Will you go back to the 
language of the law, and exclude funding of Title X projects in 
programs where abortion is a method of family planning? 

Answer 

Definitions clarifying the confusion over the terminology of 
grantee," "organization," "program" and "project" are included 
in the September 1, 1987 propos«:d rules for the Title x family 
planning program. ' 

The proposed regulation defines "grantee" as the organization to 
wnicn a grant is awarded under section 1001 of the Public Health 
Service Act. "Organization," as applied to an applicant for or 
grantee ot funds under Title X, means any public or private 
nonprofit entity in a state. An organization may operate 
multiple family planning or related program or projects 

Project" or "program," which are used interchangeably in the 
regulations, both refer to the identified activity approved for 
support under the Txtle X program, unless the context indicates 
otherwise. The proposed rules apply only to a Title x-fur.ded 

program" or "project": that is, "the identified activity 
approved by the granting agency for support." The proposed rules 
inno way purport to restrict an organization's activities in 
programs that are supported otherwise than by Title X funds. 

IvnLio H'^" ?" proposed rules reflects the 

express application of the section 1008 prohibition to 

programs," and the statute's legislation history to the same 
ettect . 
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Question 8 

The co-location of abortion clinics with Title X family planning 
clinics clearly promotes abortion by cloaking abortion activities 
in the respectability of the family planning program. Co- 
location also reduces the cost o£ operating the abortion clinics 
anJ therefore represents an illegal subsidy of abortion. What 
action have you taken, or will your take, to restrict the co- 
location of abortion clinics with family planning clinics? 



The September 1, 1987 notice of proposed rulemaking would require 
Title X-supported projects to keep their projects entirely 
separate and distinct, financially and physically, from any 
abortion-related activities. 



X 



Answer 



V 
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Question 9 

I would like to commend you for your efforts in supporting the 
Administration's pro-life legislation. Clearly, this initiative 
is important. We must not lose sight, however, that certain 
problems within the Title X Program can be resolved 
administratively (i.e., review of advocacy organizations, 
abortion counseling and referral, co-location of family planning 
and abortion clinics, restricting support 

of abortion lobbying) , what steps are you -»king to ensure 
conformance with the law and applicable rules and regulations 
since this has not been done in the past? 

Answer 

The September I, 1987 notice of proposed rulemaking establishes 
sta-dards for family planning services projects to comply with 
the statutory prohibition on the use of appropriated funds in 
programs where abortion is a method of family planning, Theso 
proposed regulations should improve compliance by grantees with 
the statute and facilitate monitoring of compliance. 
Specifically, the proposed regulations will: 

o make clear that a project which provides 

counseling and referral for abortion services 
as a method of family planning will not be 
eligible for Title X funds; 

o require Title X-supported projects to keep 
their projects entirely separate and 
distinct, financially and physicelly, from 
any abortion-related activities; and 

o prohibit Title X projects from taking actions 
which encourage, promote or advocate abortion 
as a method of family planning, or which 
as&ist a woman in obtaining an abortion as a 
meth-id of family planning. 
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mi» K«#at» / Vol S2. No. lea / Tuoday. September 1. 1967 / PropoMd Rdet 



»AflTMENT Of HEALTH MO 



Deptftmeat iotcoda to Umc revlMd 
Titto X guidclmes ki coafannity 
tbmwitk 



tMulufy PfoNMSon on Um of 
A^propvliftid Fimdt hi ^ofranM 
WlMf9 Akodtavi Is c Motfiod of I^mRv 
rwang; wMMni Of vonpMnoo for 
ftinOy rtMnbtf Sifvteo i Pralocio 

AMicv: Public Health Scrvioe. DHK& 
jtmowcpropoaedniki. 



ClU Public Health Service 
(FHS) p ropoiaa to aoiend the lefolattons 
loveniinf the om of foods for famUy 
plaonlog aenrioae under Title X of the 
Public Health Service Act in order to let 
tpcdflc ataodarda for oooipliance with 
the »tatut«y requiiemant that none of 
the funda apjnopriated nnder Title X 
may be uMd fai proframa wbete 
abortion it a method of family planning 
Tlua change ia beini propoaed to brlci 
the ooapUaoce reouirementt for 
proframs utine Title X ftmds into 
conformity wiu the statutory ban on 
such use of Title X appropriated ftmda. 
The proposed amendmrata should 
impiove compliance by grantees with 
the statute and facilitate monitoring of 
compliance by PI «& 
OATt: Comsenta muit be in writing and 
be received by November 2. 1967 It is 
Lnteoded that final regulations will be 
promulgated within 45 days following 
ths close of the ebo\'e noted comment 
penod 

AMMna: Comments should be sent to 
the Deputy Asststant Secretary for 
Population Affairs. Department of 
Health and Human Services, p 0 Box 
23903. L'Eofant Plaza. Washinfiton. DC 
20020-3903 

9om nmrmn wmcmknoH com act. 
Nabers Cabanfss at 202-245-01 52. 
m^fiMMoaun mpomhatioic On July 
30. 1M7. President Reagan announced 
that the Department of Health and 
Human Sendees would, within 30 da) s. 
publish draft regulations goverolikg 
grtnU under Title X of the Public Health 
Senlce AcL 42 U.S C 30a e/ fc^ . to 
g:ve effect io !he statutory prohibition 
on the use of Title X appropriateo funds 
in programs that include .abortion as a 
method of family planning- Set out 
below are the Dei>artment's proposed 
regulations, along nlth a statement of 
the basis and purpose of the 
aiiendments. Tlie regulations proposed 
herein, nhen the> become final. hIU 
automancally supersede the present 
Title X guidelines to the extent thote 
guidelines art incntiitent with the final 
n.Ies After the final rules are i»ued the 



Title X of the Public Health Service 
Act was enacted inlSTO by Pub L91- 
572. Title X authorises the Secretary of 
Health aod Human Services ta among 
other thing*, mak* grants to public and 
private no tprofit entities 1o auist in 
the estabUsnmeot and operation of 
voluntary family planning projects 
«6idi sUn offer a broad range of 
acceptable and effective &mily planning 
metliods and services ••*.** Section 
I001(a} of the Public Health Service Act. 
42 U.S.C 300(a). Approximately 9i% of 
the ^ds ajqiropiia ted for Title X since 
enactment have been used to fvn^ 
family planning service proJecU under 
section lOOl(a). At present 90 services 
grants are fimded under se^Uon lOOI(e); 
these grants fund the provision of 
\oluntajy family planning services at 
approximately ZJKO clinic sites. 

Smce enactment Title X has 
contained the following prohibition at 
section 1006: 

{n|on« of the funds appropriated under this title 
sb«U be med In profrsms whtre abortuo Xa a 
method of family ptinnlnf 

Tht legislative history of Title X in 
general and of section ICQS in 
particular, redects a hi^^damental 
dichotomy between the provision of 
preventive and other pre-pregnaccy 
family planning senlces. on die one 
hand, and abortion on the other As was 
stated in the Conference Report: 
|i]t it, aod iiai bee& the Intttit of both 
H&uses Uiat ftmd* authoriied nsder this 
iPftlstaUMi be DMd only to tnppon prevent»t 
faouiy planning services, populatioa 
rvwarcfa. infertilil)' tm-ices and other rtUted 
medjcaL InfamaoonaL and edvcabonal 
ictivitset. The cooTereM have adopted the 
language contained In MctiMi lOOt, wh'ch 
prohibiU the use or such funds tor abortioa 
in order to make dear this Intent Coof Rep 
Ka»i-i«$7 nstCoDjuzndSeM e-«|i97D) 

Ulule the Conference Report reflects 
the conferees' understindu!g that 
certain "medical informational and 
educational activities" are authonred 
und«r Title X it is clear that these 
activities must be "rehttd" to 
' p.tv entive family planning serMces. 
popjlation research and Infertility 
sen-lces.** Id, Actions ^st promote 
abortion are mejiifestly distinct ^m 
these activities. This distinction is 
emphasized by the explicit contrast 
between abortion and family planning 
drawn in the floor s'aiement of 
Representative DingelL the spontor of 
section 1006. who stated 



Tham is a ^mdaacnUldlflereooe between 
Ike prawaettoo of ooBoipttoa «»d the 
detttvcdoa of <tcvttoping b«sian life 
RetpfaaMe pareotbood requlfea diilereni 
attitadaa toward fcmao life once conceived 
than toward the anploymtnt of preventive 
c ootwceptlTe devices or metiioda. What Is 
wnpUnned ooox/soeptively doea not 
aeoescartly become unwanted humanly . . . 
11* Cot«. Uk. 9737S ItSTO). 

In explainfa^ the purpose of section 
1006. Represents dv a Dingell indicated in 
his floor stateaenta that this provision 
was intended to prohibit more than the 
actual coadoct of abortions. Rather— 
[wjith the -^rohibttioQ of abortJoa" 
aaanfaecl— Ttth X sectloa lOOa^die 
oocMHMMmeiabsn dearly Intend that 
abortioa is not lo be toooorated or prciaotcd 
In any way throQih diis leflslatioo. Procranu 
wfalc^ kidiide abottloQ as a aaelhod of family 
planalng are not eligible for funds allocated 
dtron^ this act llttCoof. Rec STTS I197D). 

He also observed that— 
(i]f there is any direct relationthip between 
family planning and abortioa ii would be 
this, tlial property operated family planning 
programs sboold reduce the incidence of 
abortion. Ail* 

Thus. It is clear that Title X is meant 
to fund the provision of pre>entive and 
other pre-pregnancy family planning 
services, and not to promote or 
encourage abortion in any way. 

HHS'a inter'. eta tion of these pohcies 
ov er the ) ears, bowe v er. has not 
provided dear st/uidards for grantees 
andKHSpef«onneLInl9a2. the 
Department's Office of the Inspector 
General (OIC). after auditing 32 Title X 
clinics, found that the Department's 
failure to pro\ide specific program 
guidance regarding the scope of section 
1006 had created confusion about 
precisely what acti\ities vtere 
proscribed by the section, and had 
resulted in variations in prectict by 
grantees In particular theOIGsadits 
found that the clinics were rei)ing upon 
the Department's pohcy of pemitting 
both Title X familj planning services 
and separately funded abortion<related 
activities to be provided at a sing'e site 
Similar fmdings were noted by the 
Gen' ral Accounting OfHce (CAO) in an 
audit of 14 Title X clinics, alto 
conducted in 1961 CAO went on to 
recommend that "the Secretary 
establish clear operational guidance by 
Incorporsting into the Title X program 
regulations and guidelines. HHS' 
position on the scope of the abortion 



■ RcmJition* lffif4«Ma .fif wc'i.^ Ivtii « rrt 
in tiiUjr iiigrd ta tn (M FK ISMI S*?t IViri; 
kbi n\M«4 ib IMO (45 nt S'Oa IvM ) 1W01 to 
both CiMS. tiw rvfuUtton* iti t»d Uut T\l\t X 
proiHU comU oot prov^t •tiwnoi) » a method of 
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reitrictioQ io »«:tfoo lOOfc" • IW 
Pretident't July 30th diiwtivt to Hm 
SecreUiy wm bsMcl in pwi upoo tfaii 
d«moi itniad BMd for duoMt in 
txJtUnt KHS profram jutddin— 

Aoconfingly, punaant to lis 
nilemaklnt po«m wdtr 42 VS.C. 300a- 
4(t). HHS hu htttin propoMd to mtM 
tht rfifuUtlOM fovflrnUif TiUt X to M 
to coufbrm the obUgatloat of i^tec* lo 
the ttatatocy prohtUtioo In ttctioo MXMl 
•ad to ettabUidi et«nd«rds for 
coinpIi«iM« with MctloQ tout that will 
pannit adaquata awnl tot ^ of sodi 
compliaoca. ProvldlocTlUa Xfranteu 
with dear DOtloa ofapadfic coopttaDoa 
•tandarda that glva aSact to the 
prohibitioa In aactioo 1008 ia noceaaaiy 
to improva coopUaooa by frantaaa with 
McUoo 1008 over the level that praacatly 
exUta. At Aa aame Ume, laauanoa ofOa 
propoaad ntlaa will stren|thao the 
Oepanmenfa ability to monitor 
compliance with eactioo lOOB by 
providing a dearer batia for naaaorlog 
grantee acthrttiet aninat ob|actlve 
requirements. Ffna^y, the propoaad 
rales wia enable KHS to batter enforce 
section 1008 by providing 4. basis in 
reguIatJoQ for dlsaHowaoce of coata or 
termination of program fimding where 
noacompUanoe exista. 

PnnrtaleM ol Hw PMpeadI Kiriee 

Title X at Aorlzee pants for fnaOy 
planning 0(7ajua. h further apecUlaa 
that Tl tie X fm^ls may cot be wed In 
progranv that Indnde abortlott aa a 
method of family i^annlQg. IIm ndea 
proposed below set out specific 
reqalrements Intended to Mdbroe tfds 
congressional mandate by maUiig It 
dear that a Title X program Is Halted to 
providing family planning services, and 
may not provide abortion ooonseling 
and referrel: thai a Title X program lAJSt 
be entirely wparote and distinct, 
financially and ^tyslcally, from any 
abortion-relaled activities; and that a 
Title X program may not enootrage. 
promote or advocate abortion as a 
method of feeslly planidng. 

Tbv propoaad rsgv'atmu, however, 
apply only to Q Title X-fonded 
-program" or '^woject"; that is. *tho 
IdentlBad actMty approved the 
granting Vfrrkcf tor sopporL'* HHS 
Crsnta Af'^lnistratlon ManoaH Ch. 1- 
t^za TK' ^Dpoeed rules In no way 
purport to .v^tHct an oivanlaatloa's 
activities In programs that are aU})pofted 
otherwise than by Title X funds. 
DeHniHons clarifying this terminology 
are indgded In the proposed rules. This 
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UmiUtloo on the scope o( the propoaad 
rales reflects the express eppbcation of 
the sectioo 1008 prouibitioB to 
'^programs.'* and the lUtute'a ktWetive 
history to LSe aame effect 11 Is aUo 
oooslslenl with existing caae law 
holding that die government may favor 
normal childbirth by refusing to bmd or 
promote cboctfoa. but it mey not 
predude orgaotaatlona wboee programs 
lecelve government fonds from usbig 
noogoverament resources in other 
programs that may isduda ebortkm- 
related activlllea. Tbe propoaed 
refulationaaooordinglyarenot to be 
construed aa restrlcttog or Umitix^ the 
acthritiea of grantM organiutions when 
each cctlvttlet are entirely outelde ot 
andseparata from, a Title X-bmded 
program. 

Certain provisions of the pTvptsed 
rales derive directly from end streogthen 
the bepartDMnrs iMgstandLog pr^oe 
in implementfaig sectioo 100ft. 5^. )^ 
proposed f 8018 (relatiog fn part to 
flnaodal ud accounting separstlon of 
abortion*reIated aandoM from family 
planning programe) end propoaed 
I SOlIO (lelattng in part to activities that 
encourage, promote or aivocate 
ebortlon as c method of family planning 
by osing legal actkm to mahe abortion 
aveOable as j method of femUy 
pl emrtn g, or by developiirt or 
distrlbiztlng nuterlala advocating 
abortion aa a method of family 
planning). Since these ndes refHVsent DO 
substantial change frtmi pior prectlce, it 
would be moat helpfal If any comments 
in these areee contain soggestions for 
improvement based on prior operattoiwl 
axperlenoe with cxlstiitg reqnfreawnts. 

Propoaei' 1 0OL7. reqoiriiig that 
programa seeking Title X funding 
provide an asewaooe that they win not 
indoda abortka as a method of famify 
planning, la prooedarally sbnllar lo a 
requlrsmant that appeared In (he Title X 
reguladom antll 188a 5ta 4Z CTR 
se.9{aXt). aa In effect from 1071 Ihroogh 
lONWNew I S8i7. however, mote doeely 
tncka the language ci sectioa lOOH and 
inoo^poratee more specific reqiifrcmetttc 
designed in part lo enable the SeciUry 
to obtain at the eppllcatlm stage 
InformaUoo relevant to deternUnfaig 
whether e program will ia fact comply 
with the statutory prohibition. If an 
appU^nt for Title X foods cannot 
d^moostiota that H will comply with ti« 
sUlutoiy prohibition by oondoetli^ lU 
family planning program conalstem with 
tjM re4;ulremenls of eadj of the 
proposed rules, it will not be eUgibte for 
Title X funds. 

Propi«sed | SOJ prohibits Title X 
projects from providing counseling end 
referrsia for abortion. In the past "mere 
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refemi" for abortion and noadlrsctiva 
counseling regarding abortkm were not 
prohlbiled by ^ gnideUnes, on ^ 
theory the! such acthrtbea do not 
promote or encoerage die performanoa 
of abortloa. Thee, the cvmnt Title X 
program gutdellnea require that 
wbeoevee cooaaeUng for dealli^ with 
unintended pregnancy la raqoected. 
family planning dinks funded ander 
Title X must provide *>Qera reJerrar and 
"noodlrecu^*?" coeoselfa^ an **J options, 
indudlag aboctMO. for dealliV with the 
unintended preptency. As dMr!y 
oontempleled by Tltk X and ito 
leglslttive histofy. however. *taaily 
pli«nalagr la meant to address plana and 
methoda for frMiUtaUng or preventl^ 
prenencv, not for terminating it Aa 
iuch. medJcal aervkee or ooimadiiV 
related lo pregnancy care after 
prc^icy diagnosla. or any aerviosa 
relailn|{ to aborHon u a method of 
fa mily .ilannin^ are oatelde the ecope of 
ectlvltiev aapported byTlUe X frmda. 

Moreo^rer, it la dear Aat coonaettog 
activity fl w other lorma of ftaformation 
dlstribati^ were understood by 
Congreti »o be e atgnUlcant part of the 
"family planning aenrlcee" that Title X 
funds w^ to be used to fund. Thvt, 
"mere rsfcrral" and oounaaling are 
dearly cove^ by die prohibition in 
section 1006 on abortloo as o method of 
family planning. 

In addftlon. It Is ouaaaonabta to 
assume thet oouneelfag end rsforrals for 
oborllon do not indeed "encoarage or 
promote" abwtlon. Spedficatly, the 
porpoae of oiunaeUng programs for 
pregnant women la to provkle 
Icformatloo upon whkh they will base e 
course of action; coonselbs oonoereing 
abortion would be pointless In the 
abseooa of an eiqtectstkn thet some 
women receiving such cowisebng w{U 
chooee to have an e'mtloa SlmUarly, 
providing a referral i t abortion 
fedlltctee Urn obtaining of ebortlm. and 
the Intended and actual effect of e 
referralprogramlsthat at least some 
women refenvd will select ebortion ss a 
method of family planning. Thus, even if 
abortion counselliu and rsferrsl were 
not prohibited by Oe expreea Ui^oage 
of sectioo 1008 aa family plannfaig 
•crvkes that tcchide ebcrtion. the 
sUtutory porpoae of section 1008 not to 
promote or enoooraga abortion woii^ bs 
better effectuated by prcpOMd | S9A 

In order, ihs; efore. to conform 
prcgiam pobdes with the general 
sU tulory HmiUUoa on the uae of Title X 
funds for "femily planning services" and 
the spedflc prohibition In section 1008 
on the use of Title X funde In progrems 
where ebortk J Is e method of family 
planning, aa well es to better effectuate 
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tJBoaats to little more thu an 
•ccxmntint fictkRL 

Aooortfio^y. one pnipOM of propoted 
i SOA to to tnnrt tbflt TlUt X funds oot 
be nMd for aboitioD-reUted actiTitiet. 
In additioa H to Intended to further 
enfotoement of the etatatory 
rtquiremeat of section lOOB that 
abottlon not be a method of famlijr 
plannint in a Title X pngram. MMtiat 
dito latter re quii e m eot mandate* that 
Title X prognuns be oifsnlxed so that 
tbey have an appropriate integrity and 
independence fiom other activities 
conducted by the grantee ivUdb are 
pn^iibited by statate fraa indnsioo u a 
Title X fodded pvofram. Having a 
program that to separate and distinct 
non other eoch activities conducted by 
the grantee to a necessanr predicate to 
any delennlnatioo that abortion to oot 
bebg Indttdad as a method of family 
plannl&g In the program. 

Moreover, proposed | SQJ to 
IndepesdeoUy Justified by the need to 
pres ent extotti^ or potential clients of 
Title X pro}ect»->^a well aa the genera! 
pt:blic--from coixlodlng thnt the 
goT'jrement endorses abortion. Sy 
promoting the liew that abortion to an 
acceptable and government' sanctioned 
method of family planning, moreover, 
the rendering of abortion and famUy 
planning senioes In common facilities 
violates the Intent of Congress 
uodert>'lng section 1008, that Title X 
funds wUl not be used to "encourage or 
promote" abortion. Thus, proposed 
i S9 0 prohibits iiting a TiUe X- 
supported famd> planning program In a 
fashion which would result in use of 
shared physical fsdli ties— for example, 
with respect to waiting, consults tioa 
examine tioo. and treatment areas. It 
also prohibits Title X'funded projects 
from sharing office entrances and exits 
Mith an sbortion faobt>. The&e 
proposed requirements effectuste the 
pohc> txpttittd in section 1006 that 
T.tle X projects not include abortion as 
a method of famJy planning 

One additional proviiion below— 
propcsed 1 59 10(e)(l,* (relating to 
psj-ment of dues to adtocscy 
o:;»r.^tior.s}->const]tutes a change 
iron: current prcgrsm requirements. The 
pro\is>on of proposed | S9 10(aHl) 
pr->hib]tlng pa)i&ent of dues with project 
funas to ad\ ocacy organizations ts 
nrcetsiJ> to ensure mat Title X funds 
are not .ndlrectly used to adxance 
objrctixes that are not onJ) Inconsistent 
*ith Title X but speofically prohibited 
b> sect.oii 1006. Abtent the restriction in 
p.-opo*ed i M 10(a)il) neither the 
Df partfflfcnt nor the grantee could 
ensure thst T^tJe X funds wnll not be 
bsed to enoou.*-«jte or promote 



the ststutoty ptnposc of not promoting 
oe«eouragtng abortioo. piopoaed I SM 
prohibits abortion ootmaaU^ sod 
referral as wen as medical aervicet or 
ootmseliqg rtlatod to pragnaocy care 
after prenancy to dlagDoawL One of the 
MTecU of these ngoIatioDa wiU be to 
insure the ability of otherwise eligibU 
oifanixatiOQs or programs that moae to 
engage in aboriiooHvlated activities to 
receive aoppofi under Title X. 

Al^ougb proposed | SBA below 
Prohibits rwmsirling or refetral for 
aboriioa. as well as roonselti^ and 
oUier servtoes relating to (irqpaancy tiiat 
are pr n lde d -e ftT pMgnancy d i igivMis 
it should bo DotW that the cvnnt Title 
X regnlatioQS provlda. at 1 80J(bMl). for 
^eoaaaary lelnrej to oditr medical 
fadlitiea wImo oMdically indicated" 
Referrals to a oompKhcnsive Usi of 
health<are providers who pmidc 
prenatal care and delivery are therefore 
parmitted. pnnided that such referrals 
are not used aa an indirect means to 
encourage or promote abortion. 
Howevcr~«otwithstanding the 
Department's past view of this provision 
as requiring referrals for abomoo In 
cases where it U medically indicated, 
such as ynhttt continuation of the 
pre«n«nc> would endanger the Ufa of 
the motheN-tt is the express purpose of 
the specific nile dianges prmosed 
below to insu.** that Title X-fimded 
family planning profact do not provide 
counseling or other services relating to 
the issue of ''medical indication" for 
abortion. Rather. oonsUtent with the 
legiilstive intent expressed In T^tle X— 
that IS. the provision of preventive and 
other pre>pregnancy family planning 
senices— { SO 8 requires that pregnant 
y^ota^D be referred outside of the Title X 
project for prenatal care and other 
related medical services. In no case, 
therefore. »hould a Title X-fuoded family 
planmn3 rrojtram malr a detennination 
of the appropri«ifnf ss of abortion. 

Rrad to^iher with proposed t ma 
I $9J(b)|ll will thus require referral in 
a.iy case w*«t prepiancy is diagnosed. 
Speaficall} Hbeoa woman^ho is 
aL-rady prtgcat: comes to a T*«If X- 
!urdrd lamilv p.aRnj:^r program the 
program mat • p.*o\ide her Kith a full 
l.j'-.nf otlct'^Mi hra'ih care pro\1dfS 
olappropnetr prrnsta] medical care 
ar.d de!i\ try senices. from which she 
TTby select This re^uutmrnt is 
cons.i!rn> w^th tne legislstiir design of 
T t^f X as a prc»grta hmited to funding 
rrr\enc\e and other pre-prtgnanc> 
ffcinilj plann.ng wrvices. 

The DepannrLt soliciU cosLnrnts 
rr!at.r.g not onl> to proposed | S3A b-. 
also to its intrndrd rffeci upon the 
meaning of { 59.5{bK'J) 11 necesssrj the 



Department may amend the language to 
i Sai3{bKl) in the iinal rales, in order to 
insure that the proposed change to 
unamblfDoos^ 

PK>poaed i SOA uticalatet new 
rriuiremcsts designed to strengthen tha 
Department's odstlng policy that 
abortlon-'tlated services must be 
*'sepsrete and distinct" 1^ a Title X- 
funded program. Among theae new 
requireoients are provtoioos relating to 
the matnteoanoe of separate madical 
records aystama «nd the physical 
separatioa of a Title X project from any 
aboctioo-related f^BKtion8 or fadlitiea. 

The requirement of propoead | S9St 
that 9«ntees maintaLi pioject medical 
record systems separate mm any 
abortion-related oprratioiu to based 
squartly on the congressional latent tha; 
abortion not be a part of a Title X 
funded program. In dds regard the 
Department to concerned that 
commingled data systems may cause 
grantee organisations to aggregate 
abortion clients with Title X clients, and 
may Inhibit moniiori&g of the 
segregation required by section 1008^ 
Tbe proposed rule thus seeks to ensure 
clearer records for purposes of 
excluding abortion-related activities 
from Title X funded programa and 
facilitating program monitoring. In face 
there U ei-ldence thet this requirement 
reflects the current practice of some 
grantees. Tbe Department does not 
therefore, antidpale that overall dUs 
requirement will impose substantial 
additional administrative burdens on' 
grantees. See the CAO Report p 8. 

The pro\isions of propmed 1 
rrlttmg to ph>»ical separation of 
ab«..*tion activities and family planning 
program*, w^e new. effectuate the 
undert>1ng po!ic> ol section 1008. In the 
psstHHS has not consisiently 
Interpreted the sUtvte soaa to prohibit 
5 '-stion* where the Title X project 
shares physical faculties (such as a 
common wiitLBg or treatment are^) with 
a prOjKt proiiojig abortion senices. 
HHSbaa now concluded, however that 
a rrqiureirent of ph> sica! separation is 

vy to streny^en the enforcement 
c: the prchibition m section 1008. 

1q prsct:ce an impermissible use of 
T lie X fund* msy occur when the 
ph>sica] faciht\ of a grantee 
o^anitation s Tj:lf X-funded fami'y 
p^a'uimg program o\ erlsps that of its 
abotion-relaled operations E\en where 
the sr.ctf St aocountwg and chsrging of 
expenses is perfonned. ihared fadhUes 
.nensibli inc^4 tt the IJielhood that a 
I'olition will occur and lead to 
Sityatians where the assertion that a 
progr4m does not "include" abortion 
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•borttoo— «ctiv1UM whkfa an 
prohibiltd by mcUob 1008. Sc9 tht CAO 
Report pp. 24-2S. 

RMuUlory FWxibttljr Ad rad SxNBtiv* 

Tb« propoMd ndM codify «xlitin| 
tutulory raqtiiftflMoti tpj^cabtt to 
Tllk X trtnlteu With ooc txoeplicd. 
tht tfftct of tht propoMd rulM tB to 
tUffilnitt txtottQi rtqulrtnent* or 
ptnniMivt provt^oM coocwnlni tht 
provltlon of tbortioiHtlitad ttnrket. 
•fid u a tttalt Ifat propottd nlct 
thoold to thU txttot pioduct t 
Ttdnctloo b oottt fbr Tltlt X'fuodtd 
protraaw. Tht txotptkm U propottd 
1 69A rtUtini to ttptntloo of abortioii- 
itltttd ttnrtott tnm finily plannios 
pfoiraflu. According to tht 
Dtptrtmtnt't tnfoniutloo. 
•pproxiiaattly 10 of At approxlnuttly 
3.<noTltlt X-toppofted fuoily i^iimint 
tittt art pb>3iadly loctttd ntar 
fidhtltt that provldt abortion Kr.-icet. 
Of thttt aa It U ttnknown how many 
cnnently matt tht n^iulrcrenlt of 
propottd I Howtw. In Titw of the 
fact that tht pottotiai nimbtf of aittt 
•Ifecttd U amaiL and bi view of tHt tact 
that current rtqnlremenlt under Ttllt X 
already prohibit any direct eobnldy of 
abortion eervkee with Tide X family 
pUnning funds, the Department bellevee 
It la tmliktly that the propoeed nile 
woold have economic conaequencet 
even approachtaf the threehold Tor 
m«ior economic oooaeqaencee u 
defined In Bxtcotive Order 12291. 

For the foretoing reaMMtt, 
coniietentwttb the proviaiona of >fae 
Rtfu] «y FtexiblUty Act (5 VS.C. 
eosjbjh me Secrelaxy aUo oeitiflet that 
thJt rule will not have aignlScant 
tconofflic ii^pact oo « >ubatanti«l 
number of small entitiae. 

fip e r w ortf . Keduc t loM Ad 

Propoeed I SOJ and propoeed I S0.0 
contain collection of inloimatloa 
requixementa which are subject to 
review by the OfBce of Management 
end Budget (0MB) under aectloo 35O«0i) 
of the Peperwork Reductivn Act of IQOa 
44 L'3.C Chapter 3S. The Department 
will submit en infomstiou collection 
request to 0MB for its review. 

Organlxations and individuals 
desiring to submit comments on this 
iflfomation collection requirement 
should direct then to the agency offlda) 
designated for this purpose whose name 
appesre In the preemble end to the 
Office of Information and Regulatory 
Affairs. OMa New Exraitlv« OfHce 
Building (Room 3206). Ws ihlnftton. DC 
20S09. Attn.: Desk OfDcer for HHS. 
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Family planning— bUth control ^rant 
t«ogrems-h«alth. Health facUiUes. 

Dated: Aog.. ^.9t7. 
Robert I. Wbte. 
A$»h*ott$tcnloryforU*ohK 

Approved: AuiQSt a IN?. 
Odi S. Bewes^ 
S9cntorf. 
For the reesoos set out In ths 
t«. It is hereby proposed to 
•hpart A ofPart 50. 42 Cods of 
^Regulations, as set forth below. 

PAflTSt-{AMCNOCDI 

1. The asthority dutioo for SubpaH A 
of42CFR Part SO Is revised to read as 
followc: 

Airtboillr 42 900s<4. 

2. In 42 CFR 90.Z the f oUowint 
dtflnitioas are edded 

|IM lAeiended) 

TanUly pUumlng'* means the prooesa 
of eetablisUngobjectlvee fw the number 
end spading ^ a family's children, and 
selecting the meene (including natural 
bmlly planning methods, edoption, 
Infertility servtoes end generel 
reproductive health care, abstinence end 
contraoeptton) by whidi thoee 
objectlvee may be ediieved. As such, 
family plennl^ does not tndude 
nedicei servioee or counseling r^ted to 
pregnency cere after pregnency Is 
diagnosed (tndudlng prenetal or post- 
partum care or rounaeling). or ebortlw 
related servicee. As it relates to the 
atatutory prohibition on the indusion of 
abortion as e method of fanily plennlng. 
proper family planning should reduce 
the Inddeooe of abortion. 

"Grantee" meena the orgenisatlon to 
which a grent Is ewarded under section 
1001 of the Public Health Service Act. 

"Organixatlun." as applied to an 
applicant f» or grantee of funds under 
section 1001 of the Public Health Service 
^ means eny public or private 
nonprofit entity in e Stete. An 
orgenlxatioa may operate multipls 
family plamUng or related programs or 
prelects. 

"Program** and "profect," which are 
useJ tnterdiengeebly In these 
refuletlons, both refer to the Identlled 
ectlvity epproved by the Secretary for 
support under section 1001 of the Public 
Heelth Service Act unless the contsxt 
indicates otherwise 

■nile X" meens Title X of the Public 
Hselth Service Act 42 U.S.C 300. et seq 

flM (Amended) 

3 In 42 CFR 59 5. psragraph (a)(S) Is 
removed snd paragrsphs (s)(0) through 
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(s)(ll) are redeslfnated es persgrsphs 

(a)(6) through {s}(10) respectively 

Hftc7tlvouihftc1> (WsdeelQne t e d es 
Hftcll through ftc17) 

4. In 42 CFR Part SO. II 80.7 through 
30.13 ere. edesignatedaa !l 50.11 
throu^ 59.17 respectively, snd new 
II 80J through 50.10 are added to read 
as follows: 

|Ml7 ilondardsercs^nplsnoewlth 
pfoMbMonon ebofgetv 

A project mav not receive funds under 
this Subpart unless It provides essuranoe 
setisfsdory to ths Secrsuiy that it does 
not Indude ebortion es e msthod of 
family planning Soch assurance must 
Indude. St e mlrunum. reprssentstions 
(supported by documentary evidence, 
where the SecreUiy requests) ss to 
compliance with eech of the 
requirements In ||50.8throu^5Oia A 
projed supported uiuler this subpart 
must comply with such requirements at 
all times uurtng the pro)ed period. 

relarral for afeortlen eeralsee» BmHetloo of 
progFan esfvloee to tamOy plannlngi 

(a) In order to give effed to the 
sUtutcry pR^bltion on the use of Htle 
X epproprieted huds in profects where 
ebortion is a method of femily planning, 
a DToled whidi provides c;ui seling end 
referral for abortion servicee e \ a 
method of fendly plannlni la no.' eligible 
to recehre funds under this subpart In 
addition, beceuse Title X funds sre 
intended only for family planning 
services relate^, to premaucy care efter 
pregnancy ia diagnosed may not be 
provided with Title X funds. Whsre 
epprc^rriata. medical or sodal service 
referrels for non«Ti;le X supported 
services shell be mede by providing e 
fuU list of evatlebls hsstth care 
providers of epproprlete prenetsi 
medical care and delivery services and/ 
or sodei service sgencies from which e 
femily Planning dient may select. Such 
referrels mey not howevsr. be used as 
an indited means lo encourage or 
p:oijots abortlMi In violation of section 
1006. St:<:h es consdously weighting the 
Uat of rettrrala in favor of health care 
provtovrs end/or fadlllles which 
provide ebortlons. Ons effect of Ihsse 
regt .etions will be to Insure ths sbllily 
of otherwise eligible orgsnlxetlons or 
programs that refuse to sngsge in 
abortlon-releted edivitles to receive 
support under this subpart. 

(b) Exampki. (1) A pregnant client at 
a family planning dinic s'jpported with 
Title X funds solidts prenatal cere 
services. Clinic personnel are medlcelly 
qualiRed to provide luch services 
Nonetheless, provision of such services 
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Mntly.i 

abottkn cfinSc. tbt'foW I 
racordt tadicate Ikat tb« iMiljr pUflBiai 
dtnlc it not "Mpuitt «ad dMact 



to mM» Urn aotf «l fial^ >!■ wh^ 



prav^ancy tMtIng cad inCfertflHy 



pcraoootl pMvUt Ito nqac 9lt(l 
•rnrfeat aad in lit praoM tewf 

client to farnadtotoly pravUad'a 
complcto Itot of ippraiMiata homftato 
aad pkpidam from wUdk to chooaa. 
Thto aenrlct to wflUa iba aoopa of 
family ptoaotag aippottad by nda X 

(3) A cUUm lMab«iMl aad wift nak 
oowaekatandMrvkaanlattMto 
inf amUly Mrf Mtopttaa. 8Mh oma»i« 
•ad aanrtoaa art wttlte tta Mopt o{ 
faaailyilaMniiH iif fuilid by Tittt X. 

"]'^ Tiiiiirp'»B^iito<L 

are ^«TaB a bracWt Md ihm a Ibi 
■bout t>u*li eoM«l aMtkMto ttal hNMa 
aectloaa to •Ucr'Vv. Btoaaaa w» ef (to 
film aad tba bnctom J^Hcto abocltoB 
itamadiadofCMilyplanaii: tSa 
clii^G woold aM ba allflbir •o rtoa. <t 
TlUaXfuBdfc 



(i)Arefacltapportodi ^ 

aabpail Mt ba aartlnly atponta 
•ad dtoiincl. flnaadaUy and pbystoally. 
Erom anjr abottioHvlalHi acthltiaa. 
Thto rt^ttirtaNat iadadtt mlolatoiai 
tcparait flaaadaL aoeomtl^ 
pcraoanal aad aadical nooid ayttima 
•ad aepaft«« w walotairrfnt othar project 
fimctiou aad poir^ra! laclbtkca 
(tnclwhm oflica ipaoe, e<nlpmawl. 
•latioaary aad Iba Uka) ia nch • 
maimer at to ctoariy aapania Tttle X- 
fun ded acd vitiat (ma aborttoD-rri; *«d 
actlvitiet. Tbto rt^uircviaat pnbibltt. bf 
way of cxaflBpk, oonnoD wattia^ 
oonatilUtioQ. exaaiiaatioa, aad 
treittnent araaa: ihartd tatopboaa 
number* aad reotptiontotr ooouBoo 
Dasket for aligiblaaad fai^bto 
prograau; aad comnoo oAoa eatraacaa 
and exitf. Altboo^ oomaoa itreet or 
DiaiHnf addraaaca will praaumptiT^ 
conatitala a faUwr io aeparatt 
■dequatdy Tttto X-fonded prograna 
from olhar profniBS which- Indodc 
ibMtioQ a> • awlbod of family pUmiia^ 
grant ippUcanto may aeek to ttUbtUb 
tha raaMoablenaaa of aucb 
atTaaiemaato In axceptiooal caaea 
where, aa In tba example of a Itffa 
metropobtaa boapttal witb abortkm aad 
family ptonalni aarvicea located In 
diffemt winga. the fact of phyaical 
aeparatloQ to olhatwiae eatabUabed and 
novae of appropriated fondalnan 
ineUgiUe program it likely. 

(b) exomfiiet. (l) A nonprofit family 
planning oiganixatioa operataa abortion 
and family planning dmica 



Frtdiyt In the tame Mt-ttory byUfam. 
Notbfav oa tbt axtottor of tbt b«adli« 
IndlcatM thtaxtoleaotof twoaeparrte 
prorwna. altboogH *e proyama are 
orgaatoad aa lagaJly aaparata aaHttoa. 
Tba cUnks otiltot • coMOB p«idi« lot 
adtacent to tfatbuildtefc* rommiit 
entfanoa It tiia front oTtbe balUMa^ and 
a comaMO racaptkiatot aad racepltoo 
area. The tiro diaica abare tbt aame 
exemtlva dirccloe cad flnanrta! 
maaagv.aodtbtab' tionUtaiic payee 
tMaogaateol fae for vbt aamcea of aacb 
paraoaneL TWo other citploy tea of the 
femlly planning cUnicatoo work for the 
abottioQ cUato. Hm family ptoanli^ 
dtote laiara cBaale to Ibe aborttoa 
cUolc 1W famdy plMatog cUnfc In thto 
example to aot ''asperate and diatiact. 
ttoandaUy and pbyatoallyr from 
abortioD-retotod ectlvfttoa. 

(2) A aoapnet offaabaltoa opecetea 
bodi abortioo aad famOy pUanlag 
dinlca at the aama addreaa. Both cUalce 
•re ilaffed br the aeme peraonoeL aad 
the amtical diractor lor the family 
timhtf mrangcaaraOyperfofnttbe 
bI-^ uefortbeabortoadlBlctawelL 
The mpama, howiw. acbedak diettto 
atdilfimrtttoncwttb itocttoadfadc 
bonra oohr in the aMfirfngi aad family 
olan>lag BOBi oa|y In tw aftotnooB. 
Hie adiedoka do aol overiip. Ibt 
programt lee the esne tetopbooe 
namber. and the tame ra ceythmhl 
anewert 4bt pboae and maket 
appoIntoMati far bolk Ibt pnveat 
uae the tame avtonobUaa. otBoe 
fianiabingt. aad ad wtla ementa. Tbt 
family plaaalog program In tbto exaflmle 
to not "teparato «ad dtotlact llaaadally 
•ad phyttoaUy." from aborttoo-ral^ted 
uthndet. 

(3) A private. Boaproflt corpora aa 
opentee a lamihr plaaaiag progruit 
(lYoram A)anda program wUdi 
indodet abortioo-ttUtad aendcea 
(Program B).Both prognma are operated 
aa parts of tba acme coiporato entity, 
withcooBBoo directoce and otfkere. 
Program A and ftopam B ooctmy ofilc9 
•pace leaaed uader the tanna of i 
coouDoa nutter leaae. bet the oflloaa 
af* in fact located In different aectiona 
of tha dty. Program A malotaio* entirely 
aeparate finandal racorda aad baa ao 
on-f ita peraoooa) in oommoB with 
Program B. Tbe prograna oondoct no 
joint advertiting and nae aeperete 
niiniahintt and equipment . ragrem A to 
**aeparate and dtotiact phyaicaDy and 
finandaUy.** from Program B. 

(4) A private, nooprofit organisatioo 
operataa both a faailly planning dink 
thai raceivea Title X ninda and an 
abortion clinic. The dinka era 
phyticelly aeparate. \k\ their accounting 
and tlnanctol recorda am maintained 



r. AkkM^ Iht fBMly ptoaaiM 
to waara toil ph| rtielly bom dto 
oadbk. tbe Joint ftoaadel 



financially aa4 pfayeioally" from 
abocterebtod activMae. 



(S)Aprivatoi,B 



opera toe both a Crji^ plmadiv diirfc 
ami an eberlton dUc Both dtoka leaae 
apeoe to tbe tame eat^taiy boOdlng. 
1W two dtatot than a coamua waMag 
roeek TW family plaaahig clinto hat 
aeparato MctaaMl aad maiatolaa 
aepareto Oaaactol raoordt Aem the 
abottioa dtoto. The femily ptoMl^ 
diak to tbto axaavto to Ml iMpa^ 
aad dtodad. phyakaUy aad fltaariaiy 
from the abarltoMeto tod actMttoa. 

imio 



(a) Aprofecl e*'^ported tmdar Ihto 
lobpiat may take no tcdoa which 
eocooragea, promotea. or advocalee 
abortloa aa a method of Camlly ptamili^ 
or whkh aaatoto a woaaan to ^blalaliv 
an aborUoo aa a method lamily 
{leaning. Actloot ^« oonddared to 
enooiinge, promote, or advocate 
aborttoo aa a method of tamib planatog 
if dity to any way have the enact of 
tadlltotfaM obtatofag abortioo aa a 
method of famdy ptonab^ Soch 
prohibited ectlooa todnde the foOowfay 

(1) Lobbyfaig for the paaaage of pro- 
abortioo leglalattoa providiu fpcakera 
to aim for abortfoo aa a method of 
fami^ ^amdai. orpaytag data to 
oigantntlona that advocate abortion aa 
a method of family ptonntaf 

(2) Uafi« toga] acttoo to make 
availaUe to aira way ebortioo aa a 
medkod of famOy plannfng: 

(3) Devtloptag. atetotfag to tha 
devalopmcnt of, poctiag or 
diMemtaatifig to any way matertoto 
(toduding prtoted matter aad a«dio> 
vlflttal matetlato) that advocate abortion 
■a a method of fam!ly pUnalng: 

(blExoBViArt. (1) A family ptomdng 
dittlc providea tboee of ito cbento who 
taquin coaoemtag abortion with 
brocborea adverttolu an ebortioa dinic 
Sach a aervioe wooid "enoMrage. 
promote or advocate" abortion. 

it) A family plamdng cUnfc pey doet 
toan organiiation that devotti e 
eubetantld part of ita activitiea to 
lobbytog die Coogreea for liberaUaed 
abortioa TUa activity woekl 
"eoooarage, promote or edvocate" 



(3) A family ptoming clink diaplaye 
in ita waiting room poetera enooui a ging 
dienta to wilto their legialative 
rtpraaentativee to one them lo vote 
'*pro cboioe" on pending legliUttoa and 
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distributes po«t cardi for tha mom 
puTpoM. Ttie clinic it iRftfed In 
"•ncourtflAs. promo Unj or tdvocttlaj" 
abortion. 

(4) A family planning clinic that 
reoelvea Tltla X funds assists its dlents 



In maklns appointments at abortion 
clinics. provlsloo of luch services 
would violate section 1006. 

(5) Personnel of a family planning 
project write thetr legislative 
representatives in support of prcxholce 



S3215 



legislstioa utilixing no project funds to 
do so. The ali^biUty of the pro}ect for 
Title X funds would be unaffected by 
their advocacy of abortion. 
[FH Doc. 97-30X19 FUed a-31^ 8:45 amj 
•UM coca 41W-1MI 
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DEPARTMENTOF HEALTH fli HUMAN SEUVICLS 



Oflk« ct lntp«CiOf C«A«ral 



Washington. OC 70201 



MS law 



The Honorable Gordon J. Humphrey 
United States Senate 
Washington, d.C. 20510 

Dear Senator Humphrey: 

This is in response to your letter of July 7, 1987, 
concerning thtr Departnent*s extension of training grants 
under title X of the Public Health Service (PHS) Act to 
Planned Parenthood of Wisconsin and Planned Parenthood 
Federation of America* More specifically, you requested 
that this office reviev the award of grant funds to these 
two organizations, *to deternine if the action was 
consistent with the law and Departnent policy and 
regulations, especially regarding 'exceptional 
organisations.** You further asked that ue respond to 
nine questipns concerning the grant awards. 

This office has reviewed voluminous records pertaining to 
the grant awards in question. For the reasons set forth 
below, we have found that there are 'inconsistercies and 
other serious flaws and veziknesses in the PHS policy 
pertaining tu advocacy organizations, and are reconnending 
that they be revised, clarified and strengthened. 
Further, given the problems with the policy, the General 
Counsel's ofCice concluded that this policy could not 
successfully &e relied upon a. a basis for withholding the 
grant extensions. Therefore, it appears that the 
Department's action in extending these grant awards did 
not give rise to an actionable violation of governing lav. 
Following is a discussion of the bases for these 
conclusions. 

In response to your inquiry, this office reviewed grant 
documents and audit records peilaining to the' two grantees 
and their conplianco with the abortion prohibition of 
title X. This review disclosed that Planned Parenthood of 
Wisconsin was among 32 titlo X grantees specifically 
audited by the Office of Inspector General (OXG) in 1982. 
That audit failed to disclose any instance in which the 
grantee had violated the abortion restriction of title X. 
The OIG audit also did not find that this grantee had 
engaged in unlawful lobbying (for abortion or otherwise) 
using Federal funds. Any such activity was supported 
using nonf'^deral funds. Further, our review of audit 
reports pr.*pared by certified public accounting firms 
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which audited Planned Parenthood of Wisconsin and the 
Planned Parenthood Federation of America identified no 
deficiencies in financial or program management. For your 
information^ a copy of the OIG audit and a related audit 
conducted by the General Accounting Office (in which GAO 
reached the same conclusions as did we) are enclosed. In 
addition r we have enclosed for your review the grant award 
documents r financial status reports and certified public 
accountants* reports for the two grantees (Enclosure 1). 

Because the Inspector General is barred by law fr6m 
exercising program operating responsibilities (42 U.S.C. 
3526(a) )r and because your request poses questions calling 
for legal and policy determinations, we were compelled to 
discuss the issues you raised with program officials of 
the Public Health Service (PHS) and with the Office of 
General Counsel (OGC) • The General Counsel provided us a 
legal opinion which had been prepared at his request for 
the purpose of addressing the legal issues pertaining to 
the extension of the grant awards to the two Planned 
Parenthood affiliates. With the concurrence of t'-e 
General Counsel , we have enclosed their memorandum 
(Enclosure 2). 

Very briefly, the OGC opinion concludes that a refusal to 
extend grant awards based solely on 'an undocumented 
assessment that the prospective grantees were advocacy 
organizations under Chapter 700 of the xHS Grants 
Administration Manual would be subject to attack on a 
number of diverse legal grounds, and would likely not 
surv* a judicial review. Among the legal problems 
identified by the General Counsel are: (1) the 
interpretation of Chapter 700 proposed by the Office of 
Population Affairs is at odds with the statutory abortion 
prohibition of title X which does not prohibit grantees 
from engaging in abortion-related activities so long as 
they do so entirely with nonfederal funds and in a program 
that is entirely separate from the title X-f und ;d project; 
(2) the PHS Manual provisions themselves do no' clearly 
authorize denial or delay of grant awards prior to a 
review of the grantee's application and a determination 
that it is an advocacy organization; (3) a refusal to 
dward a grant based exclusively on the grantee's privately 
funded conduct raises constitutional questions under the 
recent Supreme Court case of Babbitt v. Planned 
Parenthood ; (4) without underlying evidence of violations 
of title X by the grantees in question, and given their 
successful completion of a 3-year grant cycle, it is 
likely that a court would find the Department's refusal to 
extend the grants arbitrary and capricious; and (5) the 
Kanual was never promulgated as a formal rule and 
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therefore is not enforceable against the Department, This 
office has found no basis to disagree with the legal 
conclusions of the OGC. 

FINDINGS 

Applying the opinion of the OGC, we found that there ate 
serious ambiguities in the Manual provisions concerning 
advocacy oro^nizations, and with application of those 
provisions so as to deny funding to prospective grantees. 
Because of these and other vulnerabilities, the PHS Manual 
chapter should be revised and re -issued so as to clarify 
PHS policy regarding advocacy organizations and make the 
policy enforceable. In addition to the legal problems 
discussed above, our review of Chapter 700 has disclosed 
various internal inconsistencies snd deficiencies that 
should bt clarified in the revised policy on advocacy 
organizations. These include: 

o There is an apparent contradiction in 

Chapter 700 concerning the ability of phs to 
deny grant awards to advocacy organizations. 
Section 700.7(a) states that the advocacy 
organizations provision 'is not intended to 
limit in any way the eligibility of advocacy 
organizations to receive'grants nor to allow 
approval or disapproval of the goals of the 
advocacy organization to affect the PHS agency's 
decision whether or not to award the grant.* 
However, at section 700.7(b)(3), the same 
Chapter states that where "an organization's 
coaiDitment to its own goals involves the strong 
likelihood that grant funds nay be misused . . . 
the option of not awarding the grant should be 
carefully considered.* The revised policy 
should reconcile these two seemingly 
inconsistent provisions. 



It should be noted that the departmentwide grant 
policy, as expressed in Chapter 1-05 of the Grants 
Administration Manual, also addresses grants to advocacy 
organizations. However, this guidance is fairly general, 
in that it requires only that the head of a granting 
agency notify the Executive Secretary of grants to 
high-risk advocacy organizations. Thus, the PHS Manual 
currently goes beyond departmentwide policy. The relevant 
section of the Department's Manual is enrlosed for your 
review (Enclosure 3). 
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o Section 700.7(b) of the PHS Manual currently 
sets forth various risks associated with 
awarding grants to advocacy organizations. The 
Manual, however, provides no guidance as to the 
kinds of facts that would be considered evidence 
of unacceptable advocacy; not merely its 
potential risks. As a result, PHS grant 
officials/ grant applicants and auditors have no 
clear criteria to determine whether a potential 
(jrantee is an advocacy organization. 

o Section 700.7(b) of the Manual entitled "General 
Considerations," states that in making awards to 
advocacy organizations, the awarding agency 
should .take "special care," and should 
"incorporate appropriate controls, and provide 
for close monitoring of the grantee." However, 
the Manual does not adequately specify those 
actions available to the granting office when it 
identifies an applicant as an advocacy 
organization. Such guidance is necessary to 
ensure consistent, effective application of the 
policy. 

The nine specific questions you posed largely call for 
legal interpretations of rules pertaining to the 
Department's programs and, as such, are addressed at 
length in the legal opinion and other materials 
accompanying this letter. However, we do have a comment 
on your questions as to whether the two training grantees 
qualify as "advocacy organizations" under Chapter 700 of 
the PHS Manual. As written, that chapter provides 
insufficient criteria for determining whether an applicant 
meets the definition of advocacy organi*.ations . 
Therefore, as noted above, our recommendations, in part, 
call upon PBS to revise their Manual to provide clear 
standards for identifying such organizations. The need 
for clarification in this particular context is consistent 
with the more general finding cc tained in the 1982 OIG 
audit report that there was a need for more explicit 
guidelines to define the scope of prohibited 
abortion-related activities. 

RECOHMENDATIOHS 

On the basis of the findings listed above, we axe strongly 
recommending that the PHS Manual chapter be revised and 
re-issued (in the form of a regulation, if necessary) so 
as to clarify departmental policy regarding advocacy 
organizations and make the policy enforceable. Such a 
revision should be undertaken by PHS in conjunction with ^ 
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OGC to ensure that the current legal vulnerabilities 
identified by OGC are fully addressea. The revised policy 
should also accomplish the following: 

o The contradiction contained in the current 
policy as to whether a prospective grantee's 
status as an advocacy organization may be 
grounds for denying a grant award should be 
eliminated. Any revision in this regard should 
be reviewed by OGC to ensure that it is 
constitutional in light of Babbitt > 

o The revised policy should clearly stipulate what 
kinds of facts would be considered evidence of 
unacceptable advocacy, such guidelines would 
provide needed criteria for both PHS grants 
officials and grant applicants to determine 
whether a potential grantee is an advocacy 
organization requiring special attention. These 
standards v/ould also furnish criteria for 
auditors and other Department officials to use 
in reviewing determinations made under the 
policy. 

o The revised policy should state clearly the 
actions that are available' to the granting 
office when it identifies a grant applicant as 
an advocacy organization. The options could 
include delaying the award pending 
implementation of specified safeguards by the 
grantee, or making the award but providing for 
technical assistance or special reporting by the 
grantee. Although the determination of whether 
an organization is an advocacy organization 
under Chapter 700 should not be delayed until a 
grant award is imminent, PHS should consider 
including specific authorization for a short 
term- extension of existing grants where 
necessary to obtain information with respect to 
advocacy activities. 

A memorandLH containing all of our recommendations will be 
sent to the Assistant Secretary for Health in the near 
future. We will, of courrc, provide you with a copy of 
that memorandum when it is prepared. 

CONCLUSION 

In summary, based in large measure on the legal 
conclusions of the OGC, with which we have found no 
independent basis to disagree, the action of the 
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Department in extending these two grants does not appear 

to have been in violation of governing law. However r in 

order to avoid confusion in the future over the scope and 

application of the PHS policy with respect to advocacy 

organizations r we are recoismcnding that that policy be 

clarified and made enforceable, specif ically, the revised 

Manual should provide criteria to ensure that advocacy V. 

organizations are identified, and that the Department has 

available appropriate and enforceable preventive and 

remedial actions to fully safeguard the Department's 

interests under the applicable grant program. 

A final note. As ^ou know, on July 30, 1987 President 
Reagan directed the Department to publish revised 
regulations to better describe the scope of the abortion 
prohibition of title X. These revised regulations will, 
in part, set standards restricting advocacy activities by 
title X grantees. In addition, the rules will prohibit 
grantees from providing counseling and referral for 
abortion service^/ and will require rrantees to segregate 
any abortion-related services from Uie title X supported 
project. The President directed that theae rules be 
published within 30 days, so they will be published 
shortly. You are likely to find that the revised rules 
will address some of the same policy concerns that appear 
to underlie the questions posed in your letter. 

We hope that the above information and enclosed materials 
are responsive to your needs. Should you have any 
additional questions, please do not hesitate to contact 
me. 




-^ijicerely yours. 



Richard P. Kusserow 
Inspector General 



Enclosures 
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Senator Coch ran 



QUESTION ; Hr. Secretary, what is your reaction to the argument I have 
heard that your proposal will unfairly supplant insurance coverage that 
is now being offered by private Insurance companies? 



ANSWER: Senator Cochran, I believe that the Medigap or insurance 
industry would not be "destroyed" or totally replaced, as some 
have charged. As I mentioned in my remarks, it is probable that 
insurers would have to rewrite or adjust some of their policies, 
but there still will be a vast market for them. For example, 
there would be a market for the_$2,000 cap, or for things that 
Medicare does not presentlyrover, such as prescription drugs or 
dental care. 

In addition, the debate on the catastrophic insurance proposal has 
opened up an excellent dialogue on the long-term care issue. It seems 
to me that the gates would be wide-open for long-term care insurance. 
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Senator Adams. The Com' ittee will stand in recess. 
[Whereupon, at 1:29 p.m., the Committee was adjourned.] 

O 
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